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SUBCOMMITTEE CHAIRMAN'S PREFACE

The Export Administration Act of 1%9 states in section 3(1) that
It is the policy of the United States both (A) to encourage 

trade with all countries with which we have diplomatic or 
trading relations, except those countries with which such 
trade has been determined by the President to be against the 
national interest, and (B) to restrict the export of goods and 
technology which would make a significant contribution to 
the military potential of any other nation or nation-; which 
would prove detrimental to the national security of the United 
States.

The responsibility for balancing these two considerations of export 
promotion and export control rests with the Department of Commerce 
and is carried out principally through its Office of Export Adminis 
tration (OEA) in cooperation with other interested Government agen 
cies. By law, almost all exports from the United States must be li 
censed. Most exports are permitted under a blanket authority called 
a "general license" which does not require specific application for each 
proposed export. In some cases, however, specific "validated licenses" 
are required for each export. Validated licenses are most commonly 
required for the export of advanced technology to the Communist 
countries. It is such exports which pose the most vexing problems of 
balancing our desire to promote trade in the interest of strengthening 
our domestic economy with our desire to control exports in the interest 
of protecting our national security.

With these problems in mind, the Subcommittee on International 
Trade and Commerce held five hearings in March and April 1076. on 
"Export Licensing of Advanced Technology." designed to assess 
the adequacy of the export-licensing process. 1 These hearings were in 
tended to preface and supplement subsequent consideration by the 
Committee, on International Relations of the extension and possible 
amendment of the Export. Administration Act, which is scheduled to 
expire on September 30. 197fi. It is the purpose of this preface to sum 
marize, the major themes of the hearings, to draw some conclusions 
about the adequacy of the export-licensing process, and to suggest pos 
sible remedies. I hope this document will prove useful to the members 
of the Committee on International Relations in their deliberations, as 
well as to others interested in export administration.

The subcommittee finds that, most of the time, the licensing system 
works routinely, effectively, and without conflict. Furthermore, where

'Tbp fifth licarlnsr. held on April 12. wns n plnsr-d lifnrlnc with witn<«^p« from (lie 
Intcllljronce community. It will li»- published st'pnriitfly onrr it Is drclnssliicd.

(V)



VI

there are problems, the Bureau of East-West Trade, under the leader 
ship of Deputy Assistant Secretary of Commerce Arthur T. Downey, 
lias worked conscientiously to improve the system and fulfill the intent 
«of the Export Administration Act. However, the subcommittee finds 
continuing cause for serious concern as to whether the export-licensing 
process achieves its national security goals with minimum injurious 
effect on business and the economy.

The hearings have suggested five interrelated areas of concern where 
remedial action by Congress and the executive branch might be pos 
sible and helpful. First, many export-licensing decisions arc so inher 
ently complex that the (Mire of Export Administration should tie 
better equipped, in terms of manpower, to deal with them. Second, 
these complex decisions rould bo more easily handled if both Congress 
and the Executive provided clearer criteria to guide them. Third, the 
licensing process itself is cumbersome and unwieldy, and needs to be 
rationalized if sound decisions are to lx» reached in a timely fashion. 
Fourth, the multilateral export control system known as COCOM is 
lx)th "leaky," in the words of one witness, and unfair in its impact on 
American business, and needs to lie revamped. Fifth, the export control 
system is unnecessarily secretive, to the detriment of both American 
business and congressional oversight.

OF THE PROBLEM

The inherent difficulty of the problem can be illustrated in four 
ways. First, advanced technology is complex by nature. Export-licens 
ing decisions require a sophisticated knowledge of the capabilities of 
th<? technologies in question. Second, advanced technology lias multiple 
sources. The United States is often not the only potential supplier, 
and the likelihood that the customer will simply purchase the technol 
ogy elsewhere if he cannot secure it in the Ignited States must be taken 
into account in the licensing decision. Third, advanced technology is 
typically "dual-use" technology. It can l)e used for Imth civilian and 
military purposes. This necessitates a sophisticated assessment of. the 
probable '"end use" of 4hn technology in question, and of the probable 
consequences for the incipient country's military capabilities and our 
national security of diversion from the anticipated end use. Fourth, 
technology flows through a variety of channels, many of which arc not 
currently subject to the export-licensing pmcess. The most frequently 
cited example in the hearings were the numerous commercial and 
technological exchange agreements currently in existence lx»t\vecn the 
Communist countries and American agencies and companies, which 
are not monitored by OE.V

Considerable sentiment is expressed by both defenders and. critics 
of the administration that OEA is simply not equipped with enough 
manpower of sufficient technical competence to deal adequately with 
these assessments of (he capabilities of the technology, the capabilities 
of foreign competitors, and the capabilities nnd intentions of the re 
cipient country, and to do so in a way which allows for timely licensing 
decisions. Industry and other witnesses argued forcefully in the bear 
ings that their inability to secure quick permission from the bureauc 
racy to make sales for which foreign companies were competing has
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resulted in a loss of business to them and in a loss to the United States 
of its proper share of East-West trade. Were we to require OEA to 
monitor technology exchange agreements as well, its personnel would 
he even more inadequate.

LACK OF ADEQUATE CRITERIA

(liven the complexity of the problem, it is of paramount importance 
that there be clear criteria to guide export-licensing decisions. Two of 
the subcommittee's hearings brought out the. lack of such criteria. 
Witnesses stressed the lack of adequate policy guidelines for making 
the. tradeoff between export expansion and export control. The legisla 
tive language in this area is vague and sometimes contradictory, re 
flecting our disagreements, and changing views in our society over 
time, about what our general policy toward the Communist nations 
should be. For example, the so-called "Jackson amendment" of 1974. 
to the Export Administration Act of li'CO is more, restrictive than 
the, act as a whole, as is the ''Battle. Act" of 1950, which is cited by the 
administration as authority to enter into multilateral export control 
agreements. The ambiguity of the statutory language is in turn re 
flect cd in (he inability of the administration to develop adequate-policy 
criteria to guide the export-licensing bureaucracy in making day-to 
day decisions.

Witnesses also stressed the lack of technical guidelines of criteria 
for determining what technology should l*e controlled for export on 
national security grounds. They argued that too much time is spent 
controlling the export of less important end products, to the detriment 
of (he control of vitally important know-how. This contributes to the 
length of (he Commodity Control List and to the inefficiencies of the 
process. Tighter criteria would result in a shorter list, better control of 
the items on it. and less paperwork for industry. Hetter policy and 
technical guidelines should also help resolve the current dilemma over 
how liberally to grant temporary export licenses for the display of 
controlled technology at trade fairs and trade exhibits abroad.

% XWIKLMIXKSS or THE Exi"OHT-LirKXSIXG PROCESS

Kccogni/ing (he variety of considerations that must l*e weighed 
in making export-licensing decisions. Congress has directed the De 
partment nf Commerce, the lead agency in (he process, (o work in full 
consultation and cooperation with other interested agencies. However, 
in (he absence of an overarching set of licensing criteria, each agency 
brings its own concerns (o the (able. Although Congress has explicitly 
given a veto over the approval of export license applications only to 
the Department of Defense, in practice it appears that any interested 
agency can withhold approval of an application. The result is that a 
system which was designed (o facilitate the balancing of diplomatic, 
commercial, and military considerations in c\|*ort-licensing decisions 
has (tuned into a system based on unanimity in which negative deci 
sions are in fact made by default.

The intent of Congress is that licensing decisions be made within 
(Mi days. 1 f (hat deadline cannot be met, tin* Secretarv of Commerce is
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to inform the applicant, of the. reasons for the delay and give an esti 
mate of when the. decision will be made. The Department can show thnt 
only a minuscule percentage of the total mimhrr of applications re 
quire more than 00 days. However, given the fact that, some product 
lines are more troublesome than others, some industries can show thnt 
very significant proportions of their license applications take more 
than 00 days some as nmdi as a year to wend (heir way through the 
bureaucracy. Tt is even charged (hat applications to export previously 
approved products to previously approved destinations for previously 
approved end uses sometimes take a long time to decide, and in any 
case require a vast amount of repetitive papersvork each time. Mean 
while, business is lost, late penalties are paid, and reputations are 
damaged. It also appeals that (he so-called "W-dny notices" are so 
vague that the applicants are not really meaningfully informed of (lie 
circumstances causing the delay.

PimnT.Kir or Mri/nr,.\Ti:nAL 1'lxroirr Cox-moLs

At the outbreak of the cold war. in recognition of the fact that flic 
Tnited States alone, conld not control the flow of technology to 
the, Communist countries, an informal Coordinating Committee 
(COCOM) was set up by the, NATO countries (minus Tccland, phis 
Japan) to administer a common export control policy. Three funda 
mental issues associated with the existence of COCOM arose at the 
hearings.

First is the problem again of efficiency. The unwieldiuess of the 
domestic export-licensing process is paralleled and exacerbated at 
the international level. Only with the unanimous consent of the LI 
participating governments can an item on the COCOM list be ex 
ported to a Communist country. The list is periodically revised and 
updated by a lone and arduous review process which last time around 
consumed ]R months. Xo sooner is it promulgated than requests for 
"exceptions" to it begin pouring in; there were 1.T08 such requests in 
lOTn. In the Hnited States the bureaucracy which handhs our partici- 
pat ion in COCOM is headed by the Department of State and is largely 
separate from the licensing bureaucracy headed by Commerce. The 
weakness of this system is matched only by the difficulty of determin 
ing how to devise a better one.

Second, since COCOM is not a treaty, each participating govern 
ment applies the COCO^l controls in its own way. The subcommittee 
was unable to secure conclusive documentation of the degree of con 
sistency in the application of the controls Allegations, however, were 
rife that the participating governments interpret the controls dillVr- 
cndy. enforce (hem with varying decrees of rigor, and have diflerent 
provisions for controlling (he reexport of (heir exports to unauthor 
ized destinations. Stricter countries, such as the Tnited Stales, lose 
business to competitors in those countries less strict. The United States 
maintains the largest unilateral control list over and al*ove Hie 
COCOM list, and critics charge that, this causes more business to Ite 
]«>;. (o COCOM competitors.

Third, serious question was raised at the hearings as to whether 
COCOM, which \\as established a generation ago at (he height of the
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cold war, provides an adequate institutional basis for a modern multi 
lateral export control system. Xon-COCOM countries such as Switzer 
land and Sweden have become competitive with the COCOM coun 
tries in advanced technology, but are not subject to COCOM controls. 
Furthermore, the political configuration of the world has changed 
sharply since COCOM was established, raising question as to whether 
the designation of countries as "Communist" is any longer an adequate 
basis for controls on exports of advanced technology. Subtle vari 
ations in our relations with both "Communist" and "free-world" 
nations suggest that the current system of uniform export controls 
for nations within each group may no longer be appropriate.

PROBLEMS OF SKCUKCY, DISCLOSURE, AND ACCESS

Section 7(c) of the Export Administration Act provides that
no department, agency, or official exercising any func 
tions under this Act shall publish or disclose information 
obtained herennder which is deemed confidential or with ref 
erence to which a request for confidential treatment is made 
by the person furnishing such information, unless the head 
of such department or agency determines that the withhold 
ing thereof is contrary to the national interest.

The Department of Commerce has construed this provision to mean 
that no particulars about any license application or the disposition 
(hereof can be provided to Congress, industry, or anyone else. In addi 
tion to proprietary information withheld under this provision, other 
information is withheld on national security grounds. The result is a 
system virtually closed to effective congressional oversight. Particu 
lar license applications are secret. Factors entering into particular 
licensing decisions are secret. Estimates of the effects of expoit con 
trols on the military capabilities of other countries are secret. COCOM 
agreements, procedures, deliberations even the COCOM list itself  
are secret. It is difficult to see how progress can be made on the other 
problems unless the system is opened up for scrutiny.

The problem of secrecy lies at, the root of some industry complaints 
about the process. For example. Congress in 197:2 directed the Sec 
retary of Commerce (o establish a series of Industry-Government. 
Technical Advisory Committees to facilitate communication between 
the two sectors. While the subcommittee's hearings provide no reason 
to doubt the Department's good faith in implementing this provision, 
industry is far from satisfied, particularly because it is not informed 
of whether its recommendations through the Technical Advisory 
Committees are accepted and, if not, why not. Industry itself demands 
substantial secrecy in commercial and business-government dealings. 
Hut both government and industry would seem better served bv less 
secrecy in the export licensing process.

CoNri.rsioNs

F must reemphasi/e at this point that the process works well most 
of the time, and that the Bureau of East-West Trade is making a
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good-faith effort, to make it work bettor. Nevertheless, all witnesses 
agree that serious problems remain. The purpose of the hearings, and 
of this preface, has been to identify those problems with » vi'nv to 
formulating possible remedies. It is not to detract in any way from 
the progress which has already been made on a most difficult one is 
tempted to say intractable problem.

In principle, the direction we must JTO seems rather clear, namely 
to increase the capacity of OEA to deal with these inherently complex 
decisions. We need to clarify and perhaps rethink the criteria gov 
erning the administration of national security exports. Wo need to 
rationalize (he export-licensing process, dispensing with the informal 
unanimity rule and authorizing someone short of the President lo 
make decisions. We need a modern multilateral export control system 
which takes account of (he changes which have occurred in the world 
in the past 30 years. We need to lift the veil of secrecy enough to make 
the bureaucracy accountable for its decisions, but without violating 
national security and exposing trade secrets. And we need to do 
all that without exacerbating one aspect of the problem in our attempt 
to solve another. It is easy, for example, to think of "reforms" which 
would in fact increase the complexity of the process and prolong the 
delays.

In practice, it is exceedingly difficult to know just how to move in 
those directions how to mandate changes which are not counter 
productive. Some of the desired changes could no doubt be more 
effectively made by the exercise i administrative discretion than by 
legislation. However, in order to stimulate informed debate, tin- 
following legislative options seem worth considering:

(1) In the hearings. Deputy Assistant Secretary Pownoy enumer 
ated several steps Vicing taken to increase the capacity of OKA. As 
he recogni/es, these uo bevond mere addition of manpower. l?ut nioie 
manpower is needed. If the resources at OKA's command were sulli- 
rioully strengthened, i' mi'vht be advisable to direct OlvV to monitor 
the flow of technology by all channels. In this connection, the committee 
might consider seeking to assert (he authority periodically to authorise 
funds for OK \.

(2) It would be difficult and perhaps unwise for Congress legisla 
tively to impose better technical guidelines for determining what 
tcchnf.Vfv should be controlled, although the subcommittee was favor 
ably impressed by the guidelines proposed by the Defense Science 
Board witnesses. However. Congress could provide better policy guide 
lines. It could clarify the intent of section 3(1) of the act regarding 
how to make tradeoffs between export promotion and export control. 
And it, could cbrify its intent, regarding (he weight to be given to 
foreign availability by striking the foreign availability language in 
either section >1 (b) (1) or section 4(b) (2).

(15) There is only one way to streamline the export-licensing process. 
arid that is by authorizing, or directintr the President (o anthori/.c. a 
single, agency of the Government to exercise final responsibility for 
implementing the purposes of the act, and by making it clear that the 
provisions of the act for consultation and cooperation by other agen 
cies are not meant, to deny the authority of that airency to act as the
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final arbiter of agency views in the interest of reaching prompt and 
clear export-licensing decisions.

(4) The matter of reforming the multilateral control mechanism 
would seem to require further study before legislative options can be 
considered.

(5) The primary need with regard to (he secrecy problem is to 
amend section 7(c) of the. act to assure thafthe Congress shall have 
right of access to any information it requires to fulfill its oversight 
responsibilities.

JONATHAN B. BINGHAM, 
Chairman, Subcommittee on International

Trade and Commerce.



EXPORT LICENSING OF ADVANCED TECHNOLOGY:
A REVIEW

THUESDAY, MAKCH li, 1976

HOUSE OF REPRESENTATIVES, 
COMMITTEE ox IXTEKXATIOXAI, RKLATIOXS, 

SUBCOMMITTEE ox IXTEUXATIOXAL TRADE AXD COMMERCE,
Washington, D.C.

Thp. subcommittee met at 2 :20 p.m. i.l room 2255, Rayburn House 
Office Building, Hon. Jonathan B. Bingham (chairman of the sub 
committee) presiding.

Mr. BIXGHAM. The Subcommittee on International Trade and 
Commerce, will be in order.

I would like to apologize to our witnesses for being delayed in 
starting. We were having a meeting with the Canadian Parliamen 
tarians. I know that the gentleman from Ohio and the gentleman 
from Pennsylvania are on the way, and I will start the meeting with 
a brief statement.

The Subcommittee on International Trade and Commerce today 
begins a series of hearings reviewing U.S. export control procedures 
and policies with respect, to so-called ''advanced technology.'' These 
hearings, as well as a later series the subcommittee plans on export 
promotion programs, are preliminary to   and hopefully will supple 
ment deliberations by the full International Relation? Committee 
on the Export Administration Act and its proposed extension 
beyond the present termination date of Septcnilw -'50. 1970.

The. hearings of the subcommittee begins today and will continue 
on March 1,'j, 24. and :>0. Executive branch witnesses \vill appear on the 
15th. Industry and other public witnesses on the 24th.

xAL sr.rrniTY COXTHOLS

With limited exceptions, the Export, Administration Act and the 
Mutual Defense Assistance Control Act, of 1!>51 (the, so-called 
"Buttle, Act") are the basic statutory authorities for regulating U.S. 
exports for national security, foreign policy and short-supply pur 
poses. Controls on ''advanced technology'' are primarily national 
security controls.

Xation.il security controls have a long history dating hack at least 
to the beginnings of the Coid AVar. From that time until about 10GO, 
controls over exports to nations about which we had national secu 
rity concerns   primarily the Communist nations of East Europe and 
Asia   were extremely strict. AVith the coming of detente and the

(l)



extensive revision in 1%!) of the export control laws, we entered a 
period of increased trade with these nations under somewhat more 
relaxed control procedures limited primarily to "advanced technol 
ogy/'

We have now had more than 5 years experience with these proce 
dures. While, the basic intent of'detente with respect to trade has 
been realized in the form of expanded trade with Eastern Europe, the 
Soviet Union and the People's Republic of China, problems and con 
flict have persisted in implementing remaining controls on this 
trade. We now have the benefit of numerous studies both Govern 
ment and independent of these problems and conflicts, and their 
conse:,. ,ces for the American economy and American foreign 
policy. The purpose of these hearings is to review some of these find 
ings, as well as the export control procedures and problems them 
selves in hopes of translating them into remedial legislative action.

Our witnesses today are Mr. J. Kenneth Fasick, Director of the 
International 'Division of the General Accounting Office, Prof. 
(.jraharn T. Allison, chairman of the Public Policy Program and
 associate dean of the John F. Kennedy School of Government, Har 
vard University, and Dr. John P. Ilardt. senior economist with the 
Congressional Research Service specializing in East-West Trade.

I think if all three of you gentlemen will take the witness table, 
\ve would like to hear your statements and then proceed to the ques 
tioning of all ihree of you, if that is agreeable. Would you come for 
ward, then, and we will start with Mr. Fasick. You are most wel 
come to the subcommittee, and we are very grateful to you for 
giving us the benefit of your experience and your views.

Mr. Fasick.

STATEMENT OF J. KENNETH FASICK, DIEECTOE, INTERNATIONAL 
DIVISION, GENERAL ACCOUNTING OFFICE

1. Present duties nnd responsibilities: Mr. Fasick, as the Director of tlie Inter 
national Division, is responsible for tlie overall direction of the accounting, 
^inditing, and investigative work of the General Accounting Office with respect 
to all U.S. Government programs and activities conducted in foreign countries 
and Hawaii. These responsibilities cover military and civil activities of tlie 
various Govern;: 1.' at agencies that are responsible for the administration of 
U.S. programs in foreign countries. The major agencies, programs, anil func 
tions involved are tlie Department of State and its related international activi 
ties; agencies of the Departments of Defense, Commerce and Treasury; and 
.iuiy other Government programs or functions having an international character.

2. Schools : Indiana University; University of Maryland ; and Harvard I'nivi'r-
 sity Graduate School of Business Administration (Advanced Management 1'rO- 
feTam ) .

:!. Career highlights: Mr. Fasick has had broad and diversified experience in 
accounting and auditing the agencies of tin- l-'oderiil Government since joining 
the General Accounting OHice in January 105!. 1'rior to joining tlie General 
Accounting OHice, ho was associated with the public accounting firm (if Price 
"VVaterhouse and Company. He is a Certilied Publi;: Accountant iu the District 
of Columbia and served in the U.S. Army from 1012 through 1 It-15.

Mr. Fasick assumed the position of Director of the Logistics and Communi 
cations Division on April 3, 11)72. In tins position he was responsible for tlie 
overall direction of the accounting, auditing, and investigative work of the 
General Accounting Office with respect to materiel requirements, supply man 
agement, maintenance, transportation, warehousing, communications, facilities 
acquisition, facilities management, military housing, military preparedness and



records management. These responsibilities primarily involved the Department 
of Defense, General Services Administration, Office of Telecommunications 
Management, ami the Government Printing Otiioe. He was responsible for cun- 
tluctiiifi Government-wide reviews, Involving all Federal agencies, of functional 
areas related to logistics and communications.

Mr. Faslck assumed his present position on July 1, 1973.

Mr. FASICK. Mr. Chairman, we welcome the opportunity to appear 
before the committee today to discuss some of our observations on 
export licensing of advanced technology. With me, behind me, are 
two of my associates. Mr. Kichartl Price and Mr. .Arthur Shantz. 
who have been involved in the detailed work and traveled around 
the world in connection with tho report which our testimony is 
based on. This was a report we issued several weeks ago on the 
"Government's Hole in East-West Trade Problems an.l Issues." 1

This report included certain problems and findings associated with 
administering and monitoring exports to and technology exchanges 
with Communist countries. Although this work centered on trade 
with Communist countries, manv of these conclusions and recom- 
nu-ndations apply to such exports to all countries.

EXPORT CONTROL KKOCLATIOXS

As you pointed out. Commerce has licensing jurisdiction over all 
export commodities and unclassified technical data, except for cer 
tain specialized items under tlie jurisdiction of other (jovernment 
agencies. Commerce's export licensing controls apply to: (1) direct 
exports of commodities and technical data; (i!) reexports of U.S. 
originated commodities and technical data from one foreign country 
to another; (3) 17.S.-originatcd parts and components used in a for 
eign country to manufacture a foreign end product for export; and 
(4) in some instances, the foreign-produced direct product of U.S.- 
originated technical data. Controls extend to exports of U.S. subsidi 
aries, alliliates or branches in foreign countries.

The United States also partcipatcs as a member in the Multina 
tional Coordination Committee |CO('()M| system for controlling 
strategic exports. COCOM. whose membership consists of NATO 
countries except Iceland and Japan, was created in 1!)4U to elfcct 
a common Western embargo on shipments of strategic goods to 
Communist countries. It exists witli no basis in any treaty or inter 
national agreement.

Various organizations share the responsibility for administering 
and enforcing current export controls. Controls required by the 
Export Administration Act are administered by Commerce's Ollice 
of Export Administration and the Interagency Advisory Cummittee. 
on Export Policy chaired by Commerce. Controls required by the 
liattle Act, Mutual Defense Assistance Control Act. arc adminis 
tered through COCOM. I..S. participaiion in COCOA! i> adminis 
tered by State's (Mice of East-West Trade and (he Interagency Eco 
nomic Defense Advisory Committee chaired by State.

Doth interagency committees consist of representatives from 
Commerce, State. Defense, Treasury, the Nuclear Hegulatory Com 
mission and the Central Intelligence Agency.

'Summary Stntcmrht of Itrport to the CougrcsB by tlic (.'dniptrollrr General »f the 
Unltrd Statfs, February 4, l'J7«:.



Mr. BIKSTEU. Mi'. Chairman.
Air. BINOIIAM. Mr. Ilicster.
Mr. BIESTER. At this point, I wonder if I might ask what the 

average time for decision might be in passing through that.
Air. FASICK. That is one of the problems; there are sometimes 

lengthy delays on many cases.
Mr. BTESTER. All right.

OVERVIEW

Air. FASICK. The major observation of our report is that the 
implementation of export control policy and procedures lias resulted 
in a continuous series of ad hoc decisions and fragmented considera 
tion of strategic export controls. We noted an absence of agreement 
on criteria and standards for determining which goods and technol 
ogy should be controlled and whether foreign policy, commercial or 
defense considerations should dominate export control policy. We 
concluded that lack of agreement reflects fundamental interagency 
and international differences regarding licensing standards and pro 
cedures to be followed in controlling exports.

We believe there arc several reasons why present export control 
policy and procedures arc plagued with problems. T will briefly 
identify these reasons and then discuss them in slightly more detail 
in the rest of my testimony.

First: Present export control efforts are predominantly directed at 
national security concerns regarding trade with Communist coun 
tries. Hoxvever. there is limited monitoring and assessment of tech 
nology exports for strategic or other national interests.

Second; Current legislation provides no clear-cut guidance or 
policy on criteria or standards to be used in controlling exports. The 
legislation contains inconsistent guidance, provides for widely dele 
gated responsibility ami establishes broad criteria for executive 
implcmentntion.

Third: Private sector marketing and business practices facilitate 
the transfer of strategic tcciii-.ology without (iovernmcnt review and 
approval.

Fourth: F.xecutivc branch administration of export controls is 
inadequately organized and statl'cd to perform the job.

Fifth: The interdepartmental export control c«<urd!nating commit 
tees arc now functioning in a policymakiug rather tlian advisory 
role. Committee procedures arc time consuming, duplicative and 
reflective of parochial departmental interests.

Sixth: The aHcrcu international environment has limited flic C.S. 
abilitv to maintain multilateral export controls.

Now 1 would like to discuss in detail these matters T mentioned.

i.iMin.n .\mximi:i\i; or 'iT.cnxni.iicv rxi'diri's .\xn 
, .\ss]:ssKMi:\T or nn'Acr

The present export controls predominantly involve national srcu- 
;ity concerns and are directed to monitoring trade with Communist 
countries. Access tn technological know-how is often of greater stra 
tegic significance than is possession of the products of the technolo^v.



Effective regulation of technology exports is probably the most com 
plex export control problem because of the difficulties of pinpointing 
areas of technology which should be controlled and of establishing 
effective controls.

There is limited monitoring and assessment of technology exports 
for strategic or other national interests. Existing control regulations 
for the transfer of technology are ineffective for a variety of rea 
sons. Host important is the need to improve executive branch under 
standing of the many ways technology can be transferred and the 
impacts of these transfers on national security and domestic; 
economy.

Existing regulations exempt educational data, patent information 
and information necessary to make a sales proposal from the 
requirements of obtaining a validated export license. Thus, exporters 
can interpret the regulations and determine whether or not technol 
ogy can be transferred without government review and approval. 
For example, a recent book noted an American firm's technology for 
an air traffic control system was transferred to the Soviet Union 
during negotiations for a sales agreement. The agreement with the 
United States was never consummated.

The- Technical Data Division of Commerce's Office of Export 
Administration is the principal organization responsible for moni 
toring technology exports. This Division has only three professional 
employees and the. Division Director considers technology controls 
unenforceable without private sector cooperation.

The basis for existing technology controls is the assumption that 
business would not voluntarily disclose marketable technology and 
that technology which is marketable is also proprietary and thus 
would not lie exported without application for a validated license. 
However, business practices contradict this assumption. For exam 
ple, an American firm proposed to give an Hast European count rv 
state-of-the-art technology for manufacturing advanced semiconduc 
tors in on 11 1 . 1 io .-ell t he inachincrv for the m;i mi fact linn-: process.

Executives of computer companies and trade analysis '«ave called 
attention !o Soviet contracting practices for compel it i\ e rchtdding 
of projects n>. which detailed specilicat ions of various firms are com 
pared against each other for an optimal mix of the tcchuol:><rv 
involved.

Although the (iouTitmcnt is directlv involved witli teclmolojjv 
development throuirh such etl'or'.s as research and development activ 
ities, it has no mechanism nor any clearlv defined author:! v for mon 
itoring the export of ter'inologv to assess its impact o». such eco 
nomic national interests as employment, balance of trail: 1 , et cetera. 
Even for strategic reasons, no report ing system exists through which 
the government would 1-e ini'onmd of the many tee]inolo<jv transfers 
private industry makes. For exa.uple. the executive branch has no 
authority to require the submission of .private sector-Communist, 
government technology exchange agreements for review and 
approval.

In its reply to our report, the East-West Foreign Trade Hoard 
stated its belief that the executive branch has been successful in 
applying export control law:; to prevent technology transfers to

71-157 711——2



Communist countries when stieli technology would likely be applied 
to enhance military capabilities. ITowcver, the Hoard's reply also 
slated that there was no doubt some, technology has entered the 
Soviet. Union and Eastern Europe in violation of TAS. and COCOM 
export controls and enforcement procedures.

XKKI) FOR ClfAXOKS IX LFGISLATIOX

The, legislation which provides authority for controlling exports 
to Communist countries does not provide clear guidance, or stand 
ards to be used in controlling exports for national security reasons. 
Itecent amendments encourage the promotion of trade which also 
have supported the. executive branch's shift of export policy empha 
sis from controlling trade with Communist countries to promoting 
it. Further, foreign policy considerations and diplomatic initiatives 
since 1D(%\ not explicit notional security considerations, have 
resulted in continued relaxation of national security export controls.

The Mutual Defense Assistance Control Act of 10.M. the Hattlc 
Act. was designed to extend T.S. export controls to a multilateral 
control system. Tt authorized an administrator, and this function 
was exercised by the Secretary of State. Over the years State has 
liberally interpreted the. llattlc Act in deference to diplomatic neces 
sity. For example, in WiS with C()C()M\ State agreed to remove all 
commodities under one title of the international embargo list and to 
permit Hie expert of these commodities if the export transactions 
were reported, while at the same time agreeing to prohibit all mili 
tary exports.

This permitted multi!at"ral liberalization of trade with Commu 
nist countries without risking congressional debate over allied mili 
tary sales tc these countries. Instead of the international export 
control lists reflecting I'.S.-initiated controls as they once did and 
were intended by the Hattle Act. I'.S. domestic export controls are 
i:o\v modified in accordance with international initiated controls.

iTivvn: >i.("nm ?i \i:i\i.ri\c .\\n iu sixnss i'i:A< TICKS

American businesses have exported an extensive amount of stra 
tegic technology to linn-; in other advanced Western nations. 
Although existing control regulations permit these technology 
exports. so*'ie of this exported technology has repeatedly been 
approved In/ COCOM for reexport to ( o!umum>t countries where 
comparable American technology previously was not directly export 
able. I'or example, the ( nited States opposed at least thri'c foreign 
C()C()Af exception ca-e<. thc-c are ca-e- \\here foreign countries 
rc<|ii(-;t permission to export embargoed it"ms. for exporting semi- 
conductur i'i;:nufaciurmi; icchnolo^v to an Kast l\uropca:i country. 
This opposition rc-'-ullcd in ultiniaiuni-; to the I'.S. (lovernment to 
approve *! ; '-\.cption ca^es or the foreign country would withdraw 
from C()('()\r. Consequently. Tre^ideniial decisions were made 
appro\ing *\\o of ilie ex<e|<tion c;tses and one case was successfully 
opposed. Si'ice (lie technoloify for wh'cli ('()('()M ex]»oi't approval 
was souglil iii all cases w:ts origiinlly licensed I)V T.S. companies, it 
is clear tint existing regulations limiting technology exports only to



Communist countries do not insure that such exports to other coun 
tries will not "seep." This practice also increases the level of export 
able technology if 1T.S. (inns are allowed to compete for market 
position in these countries with other Western iirms.

OKKAXIZATIOXS ADMIXIRTKRIXG CONTROLS ARE OFTEX 
INADEQUATELY KQL'IITKD

Commerce's Oilice of Export Administration, the principal organi 
zation responsible for administering export controls, has significant 
limitations on its effectiveness. Its personnel has been reduced from 
1!*T to 141 since lt*Tl despite its increased responsibilities. OEA 
presently has too few professionals to review the increasingly com 
plex teclmical parameters on permissible exports to Communist 
countries.

Trade promotional activities of Commerce's Ttureau of East-West 
Trade and the Department of State have created pressure on tb 
Oilice to approve exhibits or exports of controlled commodities to 
Communist countries. For example, approval was given for exhibit 
ing controlled equipment at the U.S. Machine Tool Show in Moscow 
in April 1!)T4. Tins pressure for approval weakens the asserted gen 
eral rule that Commerce should not license for exhibition what it 
cannot unilateral!} license to sell.

Restrictions on the (Mice's compliance activities have necessitated 
using Department of State personnel for foreign and Communist 
country compliance efforts and Central Intelligence Agency person 
nel for diversion-related information. However, compliance activities 
of the Oilice of East-West Trade in the Department of State have 
c"a?ed and export control work of specifically assigned personnel 
overseas ha» Ix-en reduced. State's positions for this overseas compli 
ance work have also been reduced.

ixri:i:i)Ki'Ai:iMi:xrAi, KxrcmT coxTKOL (miAiiTTUKS

Itequcsts for exporting controlled items must be decided on a 
case-hv-case basis because there is no basic interagency agreement on 
criteria for export controls nor for whether diplomatic, commercial, 
or strategic considerations should dominate trade policy with Com 
munist countries. There is also a reluctance to publish the character 
istics of approved export licenses for particular commodity exports 
Iwi-ausc of the fear of developing a precedent which would prevent 
denial .)f similar cases under different conditions.

Commerce's licensing procedures arc slow, awkward, and need 
lessly dependent on unaccountable practices such as a requirement 
for unanimous approval and arbitrary, unlimited and unstructured 
discussions in its interagency advisory committee. Also without a 
rule of precedent, because of intcra^cncy conllict over export control 
policy dicr*' is no.nssurance that even hard-won interdepartmental 
consensus on particular export control cases is not undone by the 
handling ol (itlicr similar cases.

The slight dilference in the nature of activities does no! justify 
the existence of t\vo separate export control re\ie\v committees 

by t\vo dili'erent executive departments. A more balanced
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review of national security complications of export control cases is 
more, likely under the Commerce committee than under the State 
committee where diplomatic considerations are dominant. In addi 
tion, the State committee principally reviews foreign exception cases 
which are also reviewed by the Commerce committee because of the 
need for reexport approval of U.S.-controlled components or tech 
nology. Thus, the Commerce committee should assume the responsi 
bility of the State committee and improve its operating procedures 
to consider export control cases in a timely manner. This improve 
ment can principally be made by changing the requirement for 
unanimous to majority approval.

LIMITED ABILITY TO MAINTAIN' A MULTILATERAL CONTROL STANDARD

Most U.S. officials concerned with export controls have little confi 
dence in COCOM as a strategic control mechanism. They believe the 
United States must rely on its own export control regulations to 
insure compliance with national security interests. Thus, the U.S. 
role in COOOM has been a restraining one.

There is a pronounced feeling among some COOOM members that 
the United States uses its approval of strategic export controls to 
further U.S. commercial interests. This belief has little regard for 
inherent national security concerns about controlled exports. These 
countries see Soviet or Chinese military power as largely unrelated 
to singular or aggregated Western imports. Instead, they feel thai 
the United States first restrained the development of their Eastern 
markets during the, cold war when it could not compete and later 
gained commercial advantage in those markets by exporting more 
sophisticated technology while reserving its veto power over compa 
rable COCOM exports.'

These assertions, however self-serving or self-evident they may be. 
have not been eliVrtively rebutted by U.S. behavior in COCOM. For 
example, the United States has exported high-technology items to 
Communist, countries while, opposing comparable exports to the same 
countries !>v COCOM |>aruiri>. Such ac(ic,n: ; arc dftriiii'.'ntn.l to 
maintaining:! multilateral consensus on export controls.

In addition, the. United States is traditionally tardy in dealing 
with exception requests by other COCOM members. Yet. >iuce 1H7J. 
the United States Iras greatly increased its number of exception 
requests in pursuit of diplomatic initiatives and expanded U.S. trade 
with Communist countries. For example, during August 1!>7-I, 
COCOM approval ."> I U.S. exception re-quells while the U.S. rep 
resentative to COCOM wa^ forced to postpone taking a U.S. 
position on  _'."> requests by other members for lack of long-overdue 
instruction.--.

SUMMARY

Our East-West trade report made a series of .recommendations ,to 
the executive branch which were intended to improve' (he adminis 
tration of national and international export controls. Specifically we. 
believe: (1) the role of the Department of Commerce should be 
expanded; ( _!) approval for COCOM exception cases should be more 
carefully assessed against U.S. national security interests; and (3)



the understanding of international technology transfers should be 
increased to permit assessment of their impacts on security and 
other national interests.

Our report also identified several important matters for considera 
tion by the Congress. The administration of e-iport controls and 
technology exchanges lias important implications for many national 
interests. This subcommittee's eiTorts to examine the need for amend 
ing the Kxport Administration Act should include consideration of 
national policy goals for relationships with Communist countries. 
Such consideration requires coordinated attention by various con 
gressional groups involved with specific political, economic or stra 
tegic issues of this relationship. The formation of export control 
policy and its relationship to national goals also requires the joint 
effort of the legislative and executive brandies of our Government. 
The responsibilities of private interests in the policy formation and 
implementation process should be considered as well as the Govern 
ment's need for information about private, sector activities.

Mr. Chairman, this completes my statement. We would be pleased 
to respond to any questions you might have.

Mr. BTNGIIAM. Thank you very much, Mr. Fasick. I think we 
might suspend now. We have a vote on the floor and we will recess 
for about 10 minutes.

| At this point a brief recess was taken.]
Mr. BixniiAM. The subcommittee will resume its session.
We will now hear from Professor Allison.

STATEMENT OF GRAHAM T. ALLISON, PROFESSOR OF POLITICS 
AND ASSOCIATE DEAN, JOHN F. KENNEDY SCHOOL OF GOVERN 
MENT, HARVARD UNIVERSITY

Graham T. Allison, Professor of Politics. Harvard Tnivcrsity, is Associate 
Dean of the ,1'ilin F. Kennedy School of Government and Chairman of the 
Public Policy Program. His teaching and writ ins concentrates in the areas of 
political analysis and American foreign policy. His major publications include 
1'xxrnci' i'f Dri-ixiaii: I-'.i-]ilni»ini] tlic Ciilnui .l//.v.-i7r Crixix and articles in FOR- 
F.K5X AFFAIRS, FORKIGX POMCY and the AMKRTCAX POTJTICAT, SCI- 
KXCK IIKVIKW. He is a ineinlier of (lie Council on Foreign Relations, the 
Trilateral Commission, and the Foreign Affairs Task Force of the Democratic 
Advisory C'linniillee. lie served as Director of Defense and Arms Control 
Studies for the Murphy Commission, the Commission on (lie Organisation of 
the Government for the Conduct of Foreign Policy, where he directed a study 
on controlling exports on national security grounds.

Mr. Ai.i.isox. Mr. Chairman, it is my privilege to be able to tost ifv 
today. 1 appear not us a representative of an organization or inter 
est, nor indeed as an expert on matters of trade and commerce, or 
more specifically, on export controls. As a believer in the application 
of the truth in advert isinir criteria to other realms of disclosure, 
even including testimony at congressional hearings, let me state my 
qualifications, such as they are. for testifying before your committee 
today.

For approximately 1 year, ("tiding in June 107.1. T served as direc 
tor of defense and arms control studies for the research program of 
the Commission on the Organization of the (rovernment for the 
("ondin ; of Foreign I'olicy. known more generally as the, Murphy
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Commission, after its chairman, Robert 1). Murphy. Tn that capac 
ity. I directed approximately 25 case analyses of decisions and 
actions taken by the U.S. Government in the sphere of defens^ and 
arms control. One cluster of these cases focused on export controls, 
including some on national security controls, specifically.

A summary volume entitled "Controlling Exports on National 
Security Grounds'' was prepared by Richard Huff, Robert E. Klit- 
gaard aiul mo. That study is the basis i'or my written statement 
today, and the subcommittee staff has a copy of that, written study 
which I submitted for the record. 1

Xow. with your permission, Mr. Chairman, and given that time is 
petting on. maybe rather than reading the statement, the written 
statement I have given you today, I could try to summarize it more 
(jnickly.

Mr. BIXC.HAM. Please do.

FLAWS IN" CriiUKNT EXl'OUT CONTROL. SYSTKSI

Mr. AT.LTSOX. The crux of the argument, which T think is quite 
consistent with the. argument Mr. Fasick has already presented is 
that the current policies and procedures for controlling exports are 
not effectively serving national interests or. more specifically, that 
current, policies and procedures for controlling exports of advanced 
technology under the national security provisions of the Export 
Administration Act. the Battle Act. and related statutes, are not 
serving the broader interest of the country.

To put the point sharply, my argument is that current policies 
and procedures are not serving adequate!v U.S. national security 
interests, that, they arc not serving U.S. economic purposes, and that, 
they are not servinir U.S. diplomatic or political objectives. The 
question arises, whose interest might they be serving, and that is 
something that perhaps I may come to in the end. Tn short, and to 
put the matter provocatively, current policy and procedure in this 
area is mainly an anachronism, a vestige of an earlier period; policy 
and procedures were assembled in the l!).">()'s for one set. of purposes, 
but, (hey have persisted largely unchanircd, into another period for 
which (bey are not particularly relevant.

To make, the argument more concrete, let me start with a case, one 
of the few examples that is available in the public, record. One of 
the, dillienlties in discussing these issues, as T am sure you have, dis 
covered already, is that most of the material about particular exam 
ples in the. licensing of advanced technology remains classified, and 
this inhibits public, discussion.

An example, which is available is the Serpukhov computer case, 
which T will s.ummari/.e very briefly. ,In the early .seventies, the 
Soviet Union wanted to buy a CDC (UiOil computer for their high- 
energy physics lab at Serpukhov'. The civilian use. of the machine 
was clear, the high-energy research to be carried out had no mili-

1 ThP Rturty referred to i« available np part V!I (if vol. 4 of the Appendices to the 
Heport of the Commission on the Organization oi the (lovernmont for the Conduct of 
Foreign Policy (Washington, ]).C. : I.'.S. Uovermnpiit I'rlntlng Office, l'J T 0),
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tary, indeed, perhaps no commercial application. American scientists 
were going to IK> participating in the project: similar physics lahs in 
the, United States used the same CDO 0(500. The only question was 
whether the computer could have military uses or could be converted 
to military uses during olt'-hours.

When this arose in the interageney process that Mr. Fasick has 
described, it was decided that one could not fully guarantee that the 
computer would not at some point he used for some, military purpose, 
and on that ground the license was denied.

As !i consequent, the Russians went to the British and tried to 
buy two British machines which together provided the equivalent, 
capability of the (T)C (i(500. This new case went up through 
COCOM. There the British made an exception request. "\Vhen it: came 
to the T'nited States. Commerce and Defense opposed the granting 
of the license and ilie request was rejected. At thai, point, British 
Prime Minister Heath reopened the case at a political level and the 
T T.S. (lovernment was forced to do yet a further study of this issue 
to determine whether the British should be permitted to sell these 
two computers.

In the course of that study, the Ofiice of Science and Technology 
got in the middle of the, study and posed a central question which 
had not been posed in the rest of the process: namely, if the two 
computers that, the British were proposing to sell to the Soviet 
Union were, for some reason diverted, perhaps at night, and perhaps 
on some other occasions, to military purposes, would that make any 
significant d ll'erence ( That is. would the computers contribute sig- 
nificaiitlv in any respect to Soviet military capabilities?

Once ihat question was posed the participants in the inlcragency 
study had to consider what capability these two British machines 
had that current Soviet computer capabilities did not have. And ii 
was discovered that when live of the Soviet BKSM-0 computers 
were joined together, thcv had essentially the capability of the two 
British machines that the Soviets were proposing to buy, and that 
there would he large numbers of these operating in the Soviet Union 
at the point that the two British machines came, on line in the 
Soviet Union.

In those terms, then, the two machines looked like just a little 
more of what the Soviets were able to do with their own machines, 
and in that sense not all that dill'erent from truck's or wheat or other 
things that are generally sold to the Soviet I'nion, and the license 
was granted.

What is the, conclusion of this siorv? I think it is that the current 
system doesn't do well by our national security objectives or our eco 
nomic objectives, or indeed even our political and diplomatic, objec 
tives.

If I can put the {joint again somewhat extremely, as I do in this 
longer study which 1 have submitted to the committee, a careful 
study  f the documentation in considering various licenses and 
exemption requests came to the following characterization of the 
behavior of the agencies involved :

The positions taken liy earn of Mio aceiirips u;'l>e;ir nlinost a canmlnre: 
Defense officials vetoing nn\ itrin they can fiet a handle on. if e"en to delay 
for a couple of years Communist, acquisition of the tedmolon.v, rrllectini; their
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earlier commitment to economic warfare n gainst Socialist states; State and 
the White House, especially In the Nixon period, prepared to make an excep 
tion for almost any Item us long as It appears to contribute in Home way to 
detente; Commerce generally making American firms' case that since the tech 
nology is piling to l>c sold anyhow, the i.'nited States sin mill at. least reap some 
(if the benefits from making the sale.

My written statement lays out the argument in three parts: (1). 
the faults of the current export control system; (2), some of the 
major sources of the problem; and (3). some, general strategics for 
improving the process. Let me sec if I can summarize the article 
briefly under each section.

cruitEXT PYSTK.M DOES XOT SERVE XATTOXAL SECURITY

As to the Raws in the current export control system, I will make 
three points. The first point is that the system is not effectively serv 
ing U.S. national security obiedivcs. The national security objec 
tives in question are to delay Soviet, acquisition of technologies that 
could contribute significantly to Soviet military capabilities.

For example, hardened or minicomputers which have what, the 
computer people call ruggedization that is. they are capable, of 
withstanding shocks are an important component of a nuclear war 
head: they permit higher, and more reliable accuracy. Denying or 
delaying Soviet acquisition of rugged minicomputers is something 
that T think most Americans would agree is in the U.S. interest, to 
the extent that it is possible.

Hut the current system does not necessarily catch all of the, items 
that might be of significant concern, that might contribute sign 
ificantly to Soviet capabilities. This happens for a variety of reasons, 
in pnrt having to do with the. ambiguity about the classifications that 
face American companies who want to export items: in part because 
of the. loose enforcement procedures: in part because of the long 
delays in processing license applications; in part because American 
linns know that foreign firms are. in some inst'inees selling the 
restrictive <roods in any case: in par! because both the classification 
scheme and the svstem permits a smart export license writer to write 
a valid application for. siy. a microprocessor under any of a half- 
do/en classifications, and. consequently, in effect, frustrate sonic of 
the purposes of (be system.

n I;::KXT SYSTKM nous XOT SF.KVK r.s. v.ruxoMir or,.ii:cnvr.s

Second, T want to anrue that the current system docs not serve 
U.S. economic objectives, and again T will just summarize the argu 
ment. Some people would argue that the major effect of the current 
U.S. export control system is to handicap American firms; in their 
efforts to sell technological products to the Soviet Union and other 
Socialist Mates, in effect sbiftinir sales from U.S. firms to foreign 
firms, or to American subsidiaries operating abroad.

One indicator of the effect of this handicap cited by those who 
make this argument is the fact that U.S. manufactured products 
exported to the Soviet Union are 1 percent of the Soviet imports of 
manufactured products, whereas U.S. products are Hi percent of the 
manufactured products sold by the West in general on the world
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market. Tn fact, there arc a number of reasons for the differences 
between that 4 percent and the 16 percent, but some of the reasons 
have to do with the processes for America and export controls.

Former Secrenry of Commerce Morton, in his report issued last, 
year, estimated that U.S. exports of manufactured poods alone, leav 
ing out agricultural sales, to the. Socialist countries could, by 1980, 
amount to $4.5 billion a year if a vigorous effort were- made on 
behalf of U.S. products and if U.S. controls were no greater than 
 those of our competitors. This compares with only $700 million in 
1974.

The argument, 1 think, has been put probably most sharply by 
former Secretary Peterson, and I will just read a quick ([note, if I 
can. This is from bis report of August 197:2. lie says:

With the industrial nnd technological developments of other nia.mr economies, 
the United States no longer has the monopoly it once enjoyed iii the production 
<if certain Roods. Our overall trade balance is a melancholy reminder of tlie-o 
changed circumstances. Th > increased avail.'ibilily of high technology products 
elsewhere rendered some or cur original curbs on exports to the Soviet Union 
increasingly anachronistic. The /eal loser from these rest mints wou'd have 
increasingly lieen the U.S. producer and worker, not, the Soviet consumer or 
the Soviet economy. There comes a point at, which we must face the fact that, 
business is business, and if it is going to go on in any event we might as well 
have a piece of the action.

Though that argument appears somewhat differently to today's 
environment, 1 think it is an important one.

In addition, my statement makes the point that current procedures 
neglect the fact that in dealing with the. United States and particu 
larly U.S. firms, the Soviet Union has a significant monopolistic 
power. T think that problem is complex, and I would be happy to 
discuss it in the question period, if you like.

CriiltENT SYSTEM DOES NOT SKIJVE VOLITICAL AND DIPLOMATIC 

OH.1ECTIVES

My third point is the system is not serving U.S. political and dip 
lomatic objectives, and there the key flaw is that the system essen 
tially forfeits many opportunities for nsinu; trade as a bargaining 
chip in relationship with the Soviet Union or with the People's 
Kepnblic. of China, or with other Socialist states.

In some instances, the White House or the Secretary of State 
intervenes in the processes that Mr. Fasick described, to pick up nil 
item and use it as a special plum. But the normal procedures don't 
permit the regular use of this instrument for broader American for 
eign policy objectives. So much for the flaws in the system.

As far as the sources of these flaws or the sources of the problems, 
as I sec them, my written statement outlines four. !> ( me just say 
the names of them.

svs'lT.M ISA iiAX<;U\T.I; <>]  i'i;;>rt:m IIKS AM> ri'.!;sox\l'.L

The firs', is that the sytem is in effect n hangover of procedures 
and personnel. The sy-tcm emerged with COCOM in 1H49, the Hat tie 
Act in l!t.">l, mid was part of an economic warfare effort against the 
Soviet 1'nion through the fifties in the high cold war period. Hut
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(he objectives were changed by Congress in the 1969 Export Admin 
istration Act. The extent to which the behavior of the process lias 
changed, 1 think, is an issue your committee should examine.

COHKKEyT MATIOXALE FOR CONTROLS IS LACKING

Second, there hrs l)een a continuing erosion of the rationale for 
the export cc rols ITere the argument is a complicated one. I am 
sure that Congressman Whalen will want to get into it, and might 
even want to explain it to us further. Economists have a parable, 
sometimes called the parable of gains from trade, which says that if 
we sell the Soviet Union butter, for example, at less than the cost in 
Soviet factors of production to produce that butter, they then are 
left over some gain that can he used to buy guns, if they choose to. 
So any trade with the Soviet Union, if it is wise trade from their 
point of view, increases the amount of both guns and butter that 
they can have.

If you appreciate that fact, and also the fact that the United 
States is selling a broad spectrum of goods to the Soviet Union, the 
question thru becomes, what is the rationale for restricting particu 
lar classes of exports? The current argument for controlling exports 
focuses rn goods that embody some technological know-how. Kut cri 
teria for identifying those are very difficult, and indeed from an eco 
nomic point of view one might well be as interested in restricting 
other goods where there is a sharp discontinuity in what economists 
call the production possibility frontier for the Soviet economy. That 
argument gets unduly complicated. I think the general point is a 
diilicult one so let me just stop with that part of the summary.

FOKKIOX AVATLAHIL1TY

The third point is foreign availability. This T think is a very 
important point, namely that under the current COCOM procedures, 
(he United States and some of its COCOM allies restrict their behav 
ior, whereas there are now many advanced countries like Sweden 
:md Switzerland which are not members of COCOM. Many of onr 
(OCOM partners engage in sales which the ("nited States is restricted 
from making.

Again, 1 think some of ynur industrial witnesses may want to tes 
tify about the details. The reports which I have seen suggest that 
both France nnd Japan have sold plants for making products 
which the Tinted States was ixvtt-icted from selling; for example, 
microprocessors.

A me nx

Finally, what is to be done? In my written report, T lay out two 
separate notions. One is called a big fix. The proposition is that 
Fa-t-Wcsi trade incvilahlv entails costs nnd bcnclits of three impor 
tantly difi'crcnt kinds, military costs and benefits, economic costs and 
benefits, and political costs and benefits. The challenge is therefore 
to devise a coherent policy and a proccdui-c for identifying costs nnd 
benefits on each of these three dimensions, weighing them and 
making explicit tradeoff.
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Organizationally, that is a hard problem. The East-West Trade 
Hoard provides a mechanism that might be used, but it would 
require higher level attention and a different set of procedures than 
those that we have previously had. This is laid out in somewhat 
greater detail in the Commission study which, as I mentioned, has 
been submitted for the record.

SMALLER STEI"S

Alternatively, I offer a list of smaller steps that could be taken 
and would, I think, contribute significantly to better performance. 
Perhaps, I will just read the headings.

The first would be a revised, updated, and streamlined list of 
industrial sti-atcgic technology. There T recommend to the committee 
the recent conclusions of the Defense Science Hoard. Perhaps you 
will be hearing late from Mr. Hucy, who was the Chairman of that 
Hoard. They have devised a much shorter list of truly strategic 
items.

Second would be preparation of an alphabetized list of con 
trolled and/or embargoed "strategic commodities" separate from the 
Census bureau's "Schedule H" list that is used primarily for the pur 
pose of collecting foreign trade statistics. The point there is the cur 
rent list used for control purposes is a list constructed for other pur 
poses, which does not have the categories especially useful for the 
strategic, control objectives.

The. third point is a sharp reduction in reliance placed on often- 
unenforceable end-use guarantees in licensing decisions. And this is a 
point argued by the recent Defense Science Hoard report as well.

The fourth point would be the establishment of alternative sources 
of information on technological developments in Communist coun 
tries and on the foreign availability of proposed U.S. exports. 
There, technical advisory groups might Iw made to work better.

The fifth point is that the manufacturers of specified technological 
products judged to be of potential strategic importance should be 
required to register with the Oilice of Export Administration for the 
purposes of monitoring and controlling the export of those products. 
I think again if the list were shortened and the procedures clarified, 
one could depend on n registration device of this kind to cut admin 
istrative costs. One could rely on something more like the bulk 
licensing procedure which currently is used for export of goods to 
non-Communist countries.

Finally, 1 think thut it is worth thinking about processes for 
reviewing U.S. technological sales to Communist countries, and cal 
culating some minimum "upset price," that is. a price for the sale of 
a particular technology that captures U.S. national interests in that 
technological product as against the interests of a particular firm 
that may be willing, given that it is only one of many firms in the 
("nited States, and since it alone will capture the benefit of the sale, 
to sell it at a price lower than what would be in the best interests of 
the United States. Trying to devise a mechanism for calculating and 
enforcing such an upset price is, I think, quite diflicult and indeed 
almost leads one back to a big fix solution.

Hut with that, Mr. Chairman, let me stop.
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Mr. BINGIIAM. Thank you very much, indeed.
[Professor All ison's prepared statement follows:]

STATEMENT OF GRAHAM T. Ar.i.isox. PKOFESSOR OF POLITICS AND 
ASSOCIATE DKA.N, Jo'.ix If. KKXXK'>Y SCHOOL OF (.;OVKKXMKXT, liAUVAUii
I'.MVKHSITY

Mr. Chairman and members of tlie Committee, it is my privilege and pleas- 
ure to be able to testify before your committee. I appear today not as the rep 
resentative of any urbanization or interest. Nor am I here as an expert on 
matters of trade and commerce, or more specifically of export controls. As a 
strung believer in the application (if "truth in advertising" criteri:: to other 
realms of discourse, including testimony at Congressional hearings, let me 
state clearly my qualifications, such as they are, for testifying before your 
committee today.

For approximately a year, ending in June, 1!)75. I served us director of 
Defense and Arms Control studies for the research program of the Commission 
on the Organisation of the Government for the Conduct of Foreign Policy, 
known informally as the ".Murphy Commission." aftt-r its Chairman, Robert 1). 
Jlurphy. In that capacity. I directed approximately twenty-five case analyses 
of decisions and actions taken by the U.S. government in the sphere of defense 
and arms control. One cluster of these cases focused on export controls. A 
summary volume entitled "Controlling Exports on National Security Grounds" 
wus prepared by Richard Huff, Robert, E. Klitgaard and me. That study is the 
basis for niy testimony and I am submitting the study for the Committee's 
record.

As I understand, the purpose of these hearings. Mr. Chairman, is to explore 
the nature, causes and consequences of problems in export licensing of 
advanced technology under the national security control provision of the 
Kxport Administration Act and related statutes. Your objective is background 
information and judgment, rather (ban preparation of specitic legislation. In 
that spirit, and in the assurance that you will soon be hearing members of the 
Administration make the case for the current system of export controls, your 
staff has requested that I state, as best 1 understand it, the case against the 
current system. As a target, for others to shoot at, I will try to state my case 
sharply and briefly. The argument proceeds in three steps: (1) flaws in the 
current export control system; (LI) sources of the problem; and (15) strategies 
for improving the current process.

I. FLAWS IN THE CURRENT EXPORT CONTROL SYSTEM

1. The current system in nut wliicritig tlic U.S. national wuritil ulijci'tii'ca 
fur irliii'h it ix di-niynt'd.- It, fails to prevent shipment to the Soviet Vnion of 
technological products of potential concern to the U.S., while restricting Ameri 
can companies from selling many p'-'duets of no strategic importance. Some 
"leakage" through the export control web may be inevitable in A complex eco 
nomic system such as ours in which over a hundred billion dollars worth of 
goods are exported annually by thousands of individual firms. Yet. present, pro 
cedures for controlling exports of strategic technologies leave considerable 
room for improvement. The present Commodity Control List (COL) includes 
many items of relatively minor strategic importance, thereby diverting scarce 
manpower and budgetary resources away from the enforcement of controls on 
more important technologies. The CCL is based on the classilieation system of! 
the Census Bureau's "Schedule 1!" used for the collection of foreign trade sta 
tistics. Hut this system was devised without serious attention to strategic con 
siderations and i* therefore ill-suited to the task of controlling strategic tech 
nologies. Classilieation of goods under Schedule 1! is often so general ami 
vague that a wide variety of goods with equally wide differences in strategic 
importance will fall under a single category. Similarly, a given product may 
reasonably be interpreted to lit under several different, categories subject to 
differing degrees of control.

For example, microprocessors, an electronic component used in everything 
from pocket calculators to Minuteman missiles, are a technological product 
that many, including the Defense Science Board, would like to see controlled. 
Yi-t "microprocessors" do not appear as a separate category on Schedule 15,
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and therefore are not listed on the GCL. A potential exporter of microproces 
sors must therefore choose among (he various code numbers for the larger 
products of which microprocessors arc a part products as diverse as calcula 
tors, compute! ', ( r electronic fuel injection .ems for automobiles. In mon 
cases, he will tend to choose the least restrictive category in order to expedite 
the sale. This combination of ambiguous classifications, loose enforcement pro 
cedures, long delays ir (he processing of license applications for advanced 
technology exports 10 .-omnium :t eountric"-', ar. \ (he knowledge that foreign 
tirms are selling the restricted goods anyway all conspire to discourage Ameri 
can businessmen from cooperating fully with the export control system. The 
incentives all point in the wrong direction: to either evade the controls on 
exports from (tils country or to relocate production for (lie communist market 
to foreign subsidiaries, thereby costing U.S. jobs.

2. Tlie current system impost's sitbxtantial economic coats on American 
cj-iiwtcr/t board in the, f-'.N. find thus on the entire American economy. It 
handicaps U.S. Arms in (he international competition to sell many technologi 
cal products to communist countries. In addition, the sometimes capricious 
application of U.S. export controls has been especially harmful to U.S. firms 
attempting to establish themselves as regular, dependable suppliers to Eastern 
State-trading agencies an important consideration in planned economies. As a 
result, the U.S. share of Western exports of manufactured goods to the com 
munist countries is currently only about four percent, although (he U.S. sup 
plies some 10','r of (he West's total exports of manufactured goods to the 
world. This is well below our competitive potential and represents, as Secre 
tary Simon testified last December, a loss of hundreds of millions of dollars in 
foregone sales, sales which mean Jobs, profits, and capital for new investment.

3. The current system forfeits opportunities /or a more deliberate '.me of 
trade tin a bargaining ebijt in (Ac developing relationships with the Sorict 
Union. Eastern Europe, and tlie People's Republic of China. East-West trade 
is inevitably a political as well as an economic transaction. Certainly this is 
recognized by the communist countries, who have long seen the linkage 
between foreign trade and foreign policy. Evidence from the recent past illus 
trates both (he opportunities and dangers involved In such a political use of 
foreign trade. For example, in spite of the May, 1072, mining of Haiphong 
harbor, the Soviet Union did not cancel President Nixon's planned trip to 
Moscow later that month, largely, it seems, because of their hopes for the eco 
nomic benefits that would come from Improved U.S.-Soviet relations. In addi 
tion, they appeared willing to increase Jewish emigration from the Soviet 
Union in return for trade benefits, at least until the Trade Act of J974 insisted 
on public acknowledgment of the fact, affronting their sense of national sover 
eignty. At that point they renounced the 1!>72 U.S.-Soviet trade agreement and 
cut back on Jewish emigration, frustrating both U.S. objectives. While (he 
President or Secretary of State can intervene in the normal precesses of 
export controls to make "except ions" on foreign policy grounds, regular proce 
dures include no consideration of such objectives and no individual knowledge 
able about Administration strategy for bargaining with the Soviet Union or 
China.

4. 7Vie current system ncalccts important economic problems end opportuni 
ties beyond the narrow national security criteria it i'»i/>o.<ir,s.  Although, in 
theory, export controls are only one part of the larger issue of East-West 
trade. In practice they have often determined U.S. policy on (hat issue. Conse 
quently, it has frequently been assumed that if a given transaction met the 
national security standard, it was all to the good. Rut trade with (he commu 
nist countries is a qualitatively different mutter (hail trude with other market 
economies, and there is a real danger that the distribution of the benefits from 
(hat trade may be highly uneven. As (lie (Jt-noral Accounting OHice reported to 
the Congress last month, "The United States has not achieved commercial reci 
procity in trade with the Soviet Union. This imbalance Iq commercial benelits, 
is attributable to (he basic differences between the two economic systems." The 
centralization of all economic, decision-making in the Soviet government makes 
verification of discrimination against U.S. products extremely difficult, if not 
impossible. And (he concentrated buying power of Soviet slate-trading agencies 
has enabled them to repeatedly play off Western firms against each other to 
their own advantage. Is the U.S. getting a fair return on the technology sold 
by American firms to the East? 1'uttlng a pri'-c on technology is always
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difficult, but it is clear (lint sonic U.S. companies? liavc bocn willing to sell 
technology tit a price that is prolitahle to them (since tlio marginal cost (if the 
technology lo the. linn may lie ne.'ir zero), but whicli fails to reflect other costs 
borne by the U.S. economy as a whole (such a:> government K&I) contracts 
under \vhich the technology may have been developed, Exiiuhaiik linancing, or 
tax deferrals through the use of DISC corporations). Present export control 
procedures, however, moke no attempt to right this imbalance or to maxiiiii/.e 
the economic henelits of Ka.st-Wost trade to the U.S. as a whole.

.". 'I'lic current firxtiin crrit rnilduyrrs <!(''!< ni<.— -As Secretary Kissinger lias 
repeatedly emphasized, "In the age of thermonuclear weapons and strategic 
ei|iiality, the relaxation of tensions is the only responsible course and the only 
policy that can be pursued by any Administration charged with Hie responsi 
bility for the lives of Americans." Vet, to Ihe extent that the overall distrilm- 
tion of the gains from Kast-West trade is skewed in the wrong direction, ten- 
<ii>n may not be relaxed. Some now charge that detente has been a process of 
give-and-take: we give and they take. In the light of the pattern of U.S.-Soviet 
trade thus far (most notoriously the Great drain Kobbery of 1!)7^). this view 
is not entirely without merit. By its failure to balance the commercial benelits 
lit" trade between Kast and West, the present export control system has con 
tributed to the ciinvnl controversy over detente.

II. SOUiCKS 01' THE I'KOIU.I-'.M

Most of tliese problems stem from the fact that the current export control 
system is an anachronism.

1. Unnil'irir of /n'/n'i diircK anil /irrs'i/inr/. Present export control procedures 
relied past political objectives. The post-war system of export controls was 
one element in a policy of explicit "economic warfare;" against the Soviet 
Union, designed to embargo exports of goods and technologies that might aid 
the Soviet, economy (as well as iis military). Although the economic warfare 
objective was otiicially abandoned in tin JJxpon. Administration Act of .1i>li!>, 
many of the same ollicials continue to administer the system; 1'ew have 
changed their minds about the threat to the US. p.ised by Soviet economic 
growth. Moreover, export control decision-making has generally followed a 
"case law" approach relying heavily on precedent. This process is poorly suited 
to rapidly changing technology, where new products emerge and others change 
their basic character without appearing in a test case.

-. Erox'mn »/ a folit'rciit riitionuli 1 .  Uecau.se- the Snv'et Union is the United 
States' military competitor and potential adversary in war, the U.S. is rightly 
concerned about Soviet military strength. t.'onsei|iieiitl.v. the I'.S. has sought to 
restrict sales to the Soviet Union that might enhance Soviet military capabil 
ity. In practice, however, the problem of identifying those products that might 
add to Soviet military strength has proven to be extremely ditlicult. All sales 
of strictly military hardware have been, of course, forbidden. lint wheat, 
makes bread that can be eaten by soldiers as well as civilians. Trucks carry 
soldiers as well as cargo. The U.S. sells wheat and trucks to the Soviets. 
Indeed, most products have a similar dual use. Tims, the extent of military 
use of a product has usually been defined rather mechanically : if tin- U.S. mil 
itary uses more than X percent of a product, it is judged to have extensive 
military use and is consequently embargoed. ]5ut extent, of use is. not a good 
test of the significance of a product's contribution to the Soviet military poten 
tial. This procedure misses some goods that could contribute .significantly to 
Soviet, military potential and certainly bans sales of many items that make no 
significant military difference. Moreover, there is a further intellectual quan 
dary : Because of what economists call "gains from trade," any trade between 
the U.S. and USSR presumably enlarges the supply of Soviet resources avail 
able for military production. If the Soviet, Union buy.s butter from the United 
States at. a price below Soviet costs for producing additional butter, their gain 
from trade will permit them both more guns and more butter than they could 
afford without trade. Theoretically, the U.S. should refuse to sell goods to the 
Soviets (over which it has unilateral control) where there are sharp disconti 
nuities in the Soviet production possibility frontier. Hut criteria for identifying 
such goods were never developed as part of the export control process.

8. Fnrc.iijn (tvailat'ility.—The current export control system tends to neglect 
or downplay the role of Western Europe and Japan as competitors to the U.S. 
For many years the U.S. maintained a unilateral control list much longer and
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more restrictive tliiiti tin: multilateral COCO.M list, despite the fact tliat the 
Soviets could (and did) easily go elsewhere tu ulitain American-embargoed 
items. We are still suffering from the misguided neglect of foreign availability, 
since our COCOM partners, as well as non-COCO.M nations such as Sweden and 
Switzerland, used this period to establish long-term commercial relationships 
with the communist countries, relationships which now make them tlie prc- 
ferred suppliers. Moreover, although the foreign availability of a particular 
good or technology is no v an official crilcrion in tin 1 license application review 
process, it is up to the discretion of tl.e officials who  idminisler the export 
control system lilt 1'iis case the <;IA) to r'iU L on whether n comparable Kuro- 
peun or Japanese proiluct is in fact equivalent to its American coup.ter;iart. In 
the past, the ClA's preference for stringent conirols has colored its judgment 
about the foreign availaliility of equivalent goods.

i. (lu/iiuuli il <tNx:tnii>lin>ix.-Tli' 1 export control system stil! operates on the 
assumption of a largely bipolar world. Hut neutral countries, such as Sweden 
and Switzerland, have emerged as iilternate suppliers of advanced iochtiologi- 
cal items. (Indeed, hist year a S'.vedisli linn won the contract to develop au 
air trallii' control system for the .Mos"o\v and Kiev airports al'ier II'.M's export 
license application was denied.) (.'(H'OM's solidarity, and thus tl.e elMracy of 
its multilateral controls, is rapidly eroding due to its perception of tl:e diiuiu- 
ished Soviet military threat and the need of all of these countries for exports 
to pay, among other things, for their imported oil. The decline in the I'.S.'s 
economic and political power vis-a-vis its COCOM partners o\er the past quar 
ter-century ha.-  made the enforcement of the multi-lateral embargo increasingly 
dillicult. And there is a real danger that hy pressing to hard for the right to 
review our .lilies' advanced technological exports toihe communist countries, 
the United Mates may he opening itself to their demands to review t'.S. arms 
sales. Finally, thy breakup of the ' Communist I'.loc" has made the I'SSR and 
I'Ht' liitl'T eneniies. Vet. for purposes of I'.S. export controls, they are stiil 
trailed as a 'oloc. With the Chinese now buying jet engine production technol 
ogy from Itritain and negotiating to purchase Mirages from Frame, the idea 
of U.S. military sales to the I'UC- unthinkable only a few years ago lias 
become, a live is^uo.

III. IMPROVING THE PROCESS

The current export control system is in a slate of tlux. A number of the 
criticisms made above may become dated as action is taken to correct them 
Nonetheless, this seems to be an important problem to which serious attention 
should be devoted. Below are two alternative strategies for improving the 
process:

]. A lili.i fu'. Tin' time would seom to he ripe for someone to step in and 
reorganize the whole process from the bottom up: conceiving a coherent policy 
for the whole of Kast-West trade including, hut not limited to, export, con 
trols and developing procedures for its implementation. Such a policy should 
recognize, as the Murphy Commission case argues, that East-West trade inevi 
tably entails costs aud benefits of three importantly different kinds: military, 
economic, and political. The challenge is to device a coherent policy and appro 
priate procedures for identifying costs and benefits on each of these dimen 
sions, weighing them, and making 1111 explicit trade off. Organizationally, this 
would probably require the designation of someone at a high level as the over 
seer of the process, the establishment, of a high level committee for approving 
policy and procedures (possibly the East-West Trade Hoard or a Commerce- 
based alternative), and a new set of working level commitiees and procedures, 
probably involving some new people. Ideally the new policy and procedures 
would deal not only with technological products but also with agricultural and 
other products.

The outlines of first steps toward such a big fix are presented in the Com 
mission study in Chapter f>, pp. M 1(2. Hut as that study notes, the big fix 
would be ex!M>nsive not only in the initial energy required to change the cur 
rent system, hut also in the longer run opportunity costs. (Jiven the scarcity of 
the kind of intelligence and energy required to do the big fix right, the oppor 
tunity cost of allocating those resources to export controls rather than to .some 
higher priority problem may be too high.

'1. Kmal]<'r xtcttit.— The following proposals represent a series of administra 
tive reforms much less sweeping than the "big fix." but which we feel would 
result in significant improvements over the present process.
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(1) A revised, updated :uid streamlined list of Irnly strategic technologies. 
The I>efense Science Hoard has Just drnfted a list. In addition, improved pro 
cedures for regularly updating tlio list sliould lit instituted. A decision will 
have to lie miido on whether to attempt to resuscitate COCOM around the 
shorter list. If the number of manufacturers in COCOM countries producing 
items on the new list is manageable, we might request our COCOM partners 
to institute the identilicnlion and monitoring process suggested below for 
domestic manufacturers.

(U) The preparation of an alphabetized list of controlled and/or embargoed 
"strategic commodities" separate from the Census Hureau's "Schedule I!" list 
used in the collection of foreign trade statistics. The present system depends 
upon Schedule !'  as the index Hint potential exporters use to review the Com 
modity Control List to determine whether a validated license is reipiired for a 
particular item they want to ship. This represents the ultimate weakness of 
ihe entire system, since the Schedule 1? classifications are often so general that 
they allow goods that sliould hi- controlled to slip through uiinoiiceil.

(81 A sharp reduction in the reliance placed on often-unenforceable "end- 
use" guarantees in licensing decisions. The vast majority of high-technology 
prodiieis should be described in sufficient detail so that their basic capabilities 
are the determining factor in whether they require embargo or some less 
severe form of monitoring and licensing. As tbe IVfenso Science Hr.,rdV 
review of export controls recommended: "Control of product sales should 
emphasize their intrinsic utility, rather than commercial specifications and 
intended end-use." Certain very large systems with significant dual capabilities 
should continue to be judged on the basis of end-use and include- certain safe 
guards, such as proposed for some computer cases recently.

i-l i The establishment of alternative sources of information on tcchn.ilogical 
development in the communist countries and on the foreign availability (if pro 
posed U.S. exports. Additional government/industry technical advisory groups 
might t'ullill these functions.

(.">> Manufacturers of specified technological products judged to he strategic 
should be required to register with the Ollice of Fxport Administration for 
purposes of monitoring and controlling the export of those products. This 
would help to eliminate much of the ambiguity in the current classification 
system, which leaves considerable doubt as to the proper status of a given 
product under the CCL. A "bulk licensing" procedure, similar to the existing 
Distribution License, could be instituted in order lo facilitate the export of 
such goods to noncommiinisr countries.

(t>l Further study to see if a process for reviewing the economic benefits of 
selective technology sales is feasible. Raymond Vernon and Marshall Coldnmn. 
two students of the problem, have recommended that an agency be established 
for the purposes of reviewing T'.S. technology sales to the communist countries 
and be authorized to set a minimum "upset price" for a given sale if the t'.S. 
firm's price was judged to be too low to provide an adequate return to the 
T'.S. economy as a w.iolo of eonr.-o. upset prices would be dillicnlt to deter 
mine and T'.S. firms would surely complain about the additional constraint. 
ISut the danger-- arising from a nmldistrihut ion oi economic benefits are reu!. 
ami should no! be easily dismissed. Here, however, we tread close to the ques 
tions which more proper!}- belong in the "big fix."

Mr. l>iNc,iiAM. We will now lipjir from Mr. llanlt.

STATEMENT OF JOHN P. HARDT. SENIOR SPECIALIST IN SOVIET 
ECONOMICS, CONGRESSIONAL RESEARCH SERVICE, LIBRARY OF 
CONGRESS

Name: John IV llardt.
Position title : Senior Specialist in Soviet Fconomios.
Major fields of interest: Fast-West commercial relations, Soviet. Fast 

Furope, and Peoples Republic of China economy'- policy and performance.
Major congressional activities: Kditoi and coordinator of annual Joint Fco- 

nomic Committee compendia on economies of I'ltC. Soviet 1'iiiou. Kastcrn 
Furope. Committee prints and advice for hearings to r-'etiale and House For 
eign Relations and International Aflairs CommitU'cs. Advisor to Senate
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Finance and House Ways and Means on U.S. trade policy to East. Advisor to 
Senate and House Hanking, Committees on Export Import Hanking and gov 
ernment financing. Advisor to Senate and House Commerce Committees on 
East-West trade. Frequent, recent traveler as technical advisor with Congres 
sional Committees to USSR, Poland, Hungary, Yugoslavia, United Kingdom, 
FR(!, Italy, and Sweden (prepared committee reports for each trip).

1'rnfessionnl activities: A Founder and Past President of Washington, D.C. 
Chapter of tlle American Association for Advancement of Slavic1 Studies 
|AAASS|. Editor of ISnllctin of Association of Comparative Economic Studies 
IACES1. Recent lectures at Con noil on Foreign Relations [NYCJ, Yale Seven 
Springs Farm, Stockholm Institute on Eastern Affairs. Technical advisor to 
I'.S. Iteli nation to East-West Initiatives Meeting, Vienna 1!>74 (U.S. delegation 
head George Hall). Member of Faculty of Institutes of Sino-Soviet Studies and 
Department of Economics, George Washington University. Visting lecturer at 
Foreign Service Institute, all Senior Military Schools. Numerous books; arti 
cles and monographs published in English. French, German, Italian, Spanish as 
well as in American publications.

Academic background: Ph. 1).—Economics, niul Certificate. Russian Institute, 
Columbia University. Honors: Rockefeller Award, Air University Fellowship. 
Pin-due "Old Master."

Previous experience : Chief Strategic Study Division, Research Analysis Cor- 
-poration. Research Positions Operations Research Office, Johns Hopkins, ("EIR, 

Inc. Acado'":: Appointments: George Washington University, Maryland, Ilun- 
tinKdon College (Alalianm) : University of Washington (Seattle). Visiting Lec 
turer: Harvard. Yale. Columbia, Indiana. Purdue, Princeton, Georgetown, 
Oxford I U.K. i.

Mi. II.Minr. Thank yon. Mr. Chairman.
I am John Hardt from the Congressional Uer-eaiv.li Service. With 

me in the hearing room are my associates (Jeonre Ilolliday, Komla 
Bresaick. and Yladiniir Pregelj. We, have, a requirement of nonadvo- 
caev and nonpar! isanship. and T try to adhere to that requirement. 
Tliis was the condition under which the chairman of the Rules Com 
mittee agreed to my appearing.

I would like to follow the |)recedent of the previous witness, if I 
mav. in not adhering to my formal statement, hut diawinir from it 
and comment in<r ( >a those differences that may appear in my state 
ment and the statements of others on this panel.

iT.AUM-'ICATtOV IN LAW IS NKKDKIi

I ('ivii-ni primarily nn the legislative <|ii>'s! ions and I think this is 
appropriate, hccan^i 1 tiir administration of licensing does have1 to 
relive! ('he law and conurrcssional intent. ! would li!;e to suggest to 
\'on tli.it a good di'al of clarification would he useful in the law and. 
in she pri!( ;'-> of these hearings, to make clear what the intent of 
( '<>I:'.:T''" in the a'imi'ii-i ration of lic"n-ing is.

Many tlnnir- were -aid ahont export administration. i;i terms of ii:- 
need of clarification. simplification, .-horteninjjf of time, and cli:ini^injr 
of ])hilo<ophy. in my siateinent and in the statements of others. 
These are a-pe<-N rh-.i! I ''link most of us airree 0:1 and I will there 
fore not toui'h on them at I his time.

Hut it seems to me that it will he niiii-h easier and more effective 
if ("oiifrross. in extendiii^r the act. will fui'ther clarify what the 
intent of the law is.

I think we shoiird recoojiii/e that circumstances have changed dra 
matically in recent years. Our policy changed, of course, in the 
Kxport Administration Act, when the policy of export promotion
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took precedence over export control. That was a major change in 
policy. This change fits into tlie major policy chun«:e in our relations 
with the Communist countries. But because this is a watershed 
period, it is not unusual to have a Ing of adjustment in policy.

I?eyond that, technology is very dynamic, and the very technology 
that we arc addressing is particularly dynamic. This technology 
changes from year to year us does the interrelationship among coun 
tries. The interrelationship of economics has become so great that 
the ability of one country, even the United States, to unilaterally 
control technology, even in critical areas, has been greatly eroded. 
Likewise, the impact of U.S. technology on the Soviet Union, Peo 
ple's Republic of China, and Eastern Europe, has dramatically 
changed, and is continuing to change. We are dealing, therefore, in 
a very dynamic situation which requires a policy reassessment.

As you review the act in the hearings, you will wish, I think, to 
consider the policy objectives of section 3 of the act. Are they 
appropriately and clearly stated? Are the critieria and procedures 
and questions applied by the Department of Commerce in the Advi 
sory1 Committee for Export Policy necessary and appropriate for 
carrying out the intent r-f Congress as expressed in the legislation? 
Are other norilegislative actions appropriate to carry out the 
national interest as well as the national security aspects of section 'K

TWO SCHOOLS OF THOUGHT

Xow, in this sense. T believe there are two schools of thought 
expressed in the Congressional sentiment. First, the restrictive view 
which might say that the change in philosophy of the 1969 act and 
extensions were too broad in trade promotions and relaxation of con 
trols, especially licensing high technology products and processes, 
and therefore should be tightened. Second, the less restrictive 
review, which would perhaps generally reaffirm the policy statement, 
of the 1969 amendments, but point to the Export Control Act or 
Battle Act carryover in the philosophy of licensing administration, 
and thus call for streamlining, simplifying and expediting proce 
dures.

Turning to page 4 in my statement. I refer to section 3, and 
raise questions as to how one might consider changes in the wording. 
The application of this policy and congressional criticism of the 
recent record of the administration of export licensing suggest that 
the policy might be more clearly stated in terms of the risk, proba 
bility, and presumed burden of proof, relating to the military 
impact of proposed exports. A more or less restrictive wording of 
the relevant sections may provide a basis for illustrating possible 
modification in the formulation of this section (see my written 
statement for specifics).

I think changes in wording are significant only if they have some 
meaning in congressional intent. This goes to the point that I end on 
in the formal testimony, and that is, where should the burden of 
proof lie* Should the burden of proof lie on those who apply for 
the license? Or should the burden of proof lie on those who deny the 
license? In effect, what is the policy posture? Is it to take a restric 
tive view on what is a contribution to military potential or capabil 
ity, or a less restrictive view ?
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inputs to the military capability of a nation and also might imply a 
policy differentiation between the Soviet Union and other countries.

There lias been a good deal of discussion, for example, of differ 
entiating more between the Soviet Union and the People's Republic 
of China. In earlier times there was an assumption that there would 
be :i seepage from any place within the Communist world as it was 
called. We might want to look at the policy in terms of it being less 
restrictive in that sense.

The wording, backed up by discussion in the committee might be 
more selective and, as a usult, might be more meaningful in terms 
of an expression of congressional intent.

A change in wording could also involve other parts of the legisla 
tion perhaps direct involvement in the licensing procedure, as was 
suggested by Professor Allison. For example, there might be, from 
the standpoint of legislation, specific commodities identified.

In the past, licensing procedure has been largely left to the Exec 
utive Department, to determine and administer. If it were desirable 
to lw more explicit, even though less restrictive, it might also be 
desirable to look at other sections of the law and consider adding 
specific guidelines or directives to influence the application of crite 
ria. The criteria as applied pose difficulties in areas of complexity, 
time, and expense.

VNANIMITY AND FVIX CONSULTATION IN PROCESS

One of the, problem areas has been alluded to by both previous 
witnesses T refer to the problem of unanimity and full consulta 
tion, to which Congressman Biester reacted immediately. Any proc 
ess that requires as much consultation as the existing process docs, is 
inherently time consuming. It may be necessary, but on the other 
hand it is a cost because it is a complex process that sets as its pat 
tern the requirement that everyone must be advised, and consulted. 
Everyone includes many executive agencies, foreign countries, and 
sometimes various private industries.

Is it necessary? I think this in an appropriate question.
Additional implications are raised in the legislation which requires 

consultation and unanimity with the Department of Defense. This 
legislation brings Defense into a special role.

The Defense Appropriation Authorization Act and section 4(h) 
of the Export Administration Act give the Secretary of Defense, 
special authority. The former act also requires that the President be 
informed and the Congress then have a right to override.

Now, this ail may be a useful procedure, but it is another exten 
sion of the problem of unanimity and greater consultation. It re 
quires time. It is complex, and so forth.

This procedure also suggests not only a differential expertise 
between agencies, but also a somewhat built-in feeling that there 
are some, who have different answers. This leads to the sugges 
tion that some agencies may come out with different answers, not 
necessarily because of their expertise, but because of their under 
standing of the intent of Congress.
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Xow. that may he useful, and it may he necessary. but I think the 
committee should review it from the standpoint of: is this thr 
proper way of administering the law as you see it ?

or I.ICKXSK DKXIAI,

Another reservation that has been referred to in other ways by the 
wit nesses is a procedure that I think has a presumption of license 
denial built into it. The presumption of license denial is independent 
of directions to reduce the length of the list, which of course does 
reduce the implications of licensing for a range of commodities.

Hut to an outside reviewer, the list that was in Secretary Morion's 
testimony of tin- criteria for licensing, in addition to this consulta 
tion and unanimous procedure, is a very complex list.

I miirht generalize that if I were conducting n research effort and 
could fund all of this activity, it would be very expensive. The ques 
tions: raised here are complex questions.

Again. they may be necessary, but the hurdles placed in the way 
of tiie procedure by these kinds of questions suggest at least a com 
plex procedure, not a simple procedure, and a procedure of many 
hurdles and therefore inherently. I surest, a presumption of denial.

It is very difficult to document whether or not there is indeed a 
philosophy of denial, because it is hard to tell what kinds of licenses 
are not applied for. If a license is turned down, and there are singu 
lar c;^es which are well-publicized in the papers, do some companies 
then choose not to apply for licenses? What is the negative impact?

It i~ extremely difficult to assess that. The record indicates that 
fe\v license applications are turned down, few in number, few in 
value. 1 suspect, however, that the record understates the necessary 
impact of the criteria.

KXI'OKT I'ltOMOTIOX AXMTIIK .NATIONAL I VIT.Iil'.ST

The other part of section :', deals with national interest. It deals 
with promotion and a broader consideration of national interest. We 
have been concerned with national interest, as is certainly well- 
known. by formal linkages of exports with other considerations, 
wlietlh-v liiev lie emigration or Angola or whatever.

1 think there lias been enough discussion o;i that, but it seems to 
me that one should keep this in mind as relevant to that policy sec 
tion of the act.

\\, I more relevant to the reexamination of the congressional intent 
in section :!. 1 think, is the broader interest or broader definition of 
national interest that may be obtained even though the list may be 
V'-ry narrowly stated.

Kven thouirh a product, -process is not enjoined from export by a 
license denial, it does not mean that it is not in the national inter 
est to tak? a broader look at it. to have ii national view of our 
involvement in technology transfer in exchanges, trade, and so forth.

MAINTAIMNCr THE TKCHXOLOCIOAL, I,KAI>

Are we following an export policy designed to maintain our tech 
nological lead? This is a germane question, I think, to that .section.
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research? Are U.S. multinational companies operating abroad con 
tributing to broader American economic interests in their policie> of 
trade and production? Are there indirect or long-run effects of cur 
rent international trade policy options that may influence our long- 
term national security?

These are all question* meriting further assessment and in this 
regard the appropriate, question is what can he done in regard to 
these broader interests?

It seems to me that we should not underrate the importance of 
informal consultation, the importance of consensus, the importance 
of meeting together of industrial interests, executive agencies, and so 
forth.

T may be reading from an incorrect sample, but I find a good deal 
of uneasiness and even distrust at the corporate level in many quar 
ters. Xot that there aren't plenty of media for getting together, but 
the effectiveness of those media. 1 think, falls short.

li.vnoxAi,!-: ron F.M'OIJTLICKNSINO < ITAXC.F.

Now, the point, T think, that one should close on. and 1 do in the 
testimony, is the rationale for export licensing change. 1 think there 
is an impression that the philosophy of export administration 
changed with the 1!)(>0 act. but the spirit of the administration did 
not.

This philosophy change is communicated in section -\. which reads, 
to restrict the export of goods ami technology which would make a 
significant contribution in military potential of any other nation or 
nations which would prove detrimental to the national security of 
the United States.

Xow. this statement carries a neutral ring, or is a policy statement 
that licenses will he granted. Tn contrast, the criteria for administra 
tion of license approval with its performance of consultation and una 
nimity creates the impression that licenses will he delayed or refused.

Even if they are correct inferences, these different interpretations 
do not indicate which should he acceptable congressional policy, the 
broad approach or the restrictive approach.

At the same time, whichever of the two interpretations is pre 
ferred, the committee may favor steps towards revised approval 
machinery that is simply made more effective and more predictable. 
This would be aided if the conditions of congressional intent were 
clarified and delineated in the policy statements in the IcMfislat ion.

It might be useful to siinnnari/.e some of the factors which pre 
sumably directed the 10f>9 and 1974 changes toward trade promotion 
and away from control. These are partly speculative as I lie formal 
congressional record is not clear or complete.

First, is that the eroded and limited U.S. technological leadership 
no longer permitted unilateral denial of technological exports to any 
countries- Western European nations and Japan could and would 
supply technology not licensed by the United States. The effective 
list of U.S. controllable items was effectively reduced by the clo-ing 
of the technology gap with the West and the weakening of the U.S. 
alliance control. These were developments outside of our cont rol.
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.Second, the Communist alliance system has weakened to the point 
that trading with one country was no longer considered equivalent 
to trading with all countries. And I continue on points that I have 
made, arguing for a more clearly identified nation-by-nation 
approach.

Third, the advancement in Soviet weapons research and technol 
ogy indicated that with priority resources and time there were few 
changes they could not make or counter in military technology with 
out imports.

Corollary to the assessment of Soviet military technological 
advances was the view that major Soviet bottlenecks were in man 
agement of military research applications rather than in basic 
research or military-related technology.

Now, some of the above-noted interpretations are possible, ration 
ales for the changesjfhr.t may throw light on the appropriate use of 
the word "significant"' in section 3. In licensing, as in other matters, 
it is difficult to pi-edict which will happen, but as we have some 
experience with the modified licensing procedure since, 106f> \ve may 
ask- what did happen? Are there any examples of significant 
improvements of military capabilities that, might have occurred 
because of or in spite of technological transfers from the West that 
effected Soviet military capability? And here I mean documented 
ones, not ones that are from the latest newspaper discussion.

If we conclude that the, Soviets could improve, catch up. and pass 
us in some areas of military technology, in spite of our controls, we 
might want to look at the, other side, of the coin the advantages to 
us in high technology transfer beyond the income from sales.

In many areas, the Soviets are, we are told, very advanced, but 
nonetheless may need and seek advanced U.S. technology, for exam 
ple, in computer systems. By installing these systems and .servicing 
them, we may greatly increase our own knowledge of the state of 
their advanced technology and limit their development into areas in 
which we have, possibly temporary technological edges.

Now, these, reassessments by knowledgeable witnesses would help 
the committee in deciding where the burden of proof on licensing 
should lie. Should it be on the, applicant or application for license to 
demonstrate little or no risk of military enhancement of a putative 
enemy? Or should the opposite hold? Should the approval system 
require that the evidence be overwhelming before most licenses are 
disapproved on grounds that significant effective military capability 
would result?

Clarification of congressional intent would presumably aid the 
export administration in applying a consistent, perhaps simpler, 
more efficient system of licensing exports to socialist countries.

Thank you. gentlemen.
I'Mr. Ilardt's prepared statement follows:]

PREPARED STATEMENT OF JOHN P. HARDT, SENIOR SPECIALIST iv SOVIET 
ECONOMICS, CONGRESSIONAL RESEARCH SERVICE, LIBRARY OF COXORESS

A REASSESSMENT OF U.S. EXPORT LICENSING IN EAST-WEST COMMERCIAL RELATIONS

Control hy licensing certain exports to non-market economies has been a 
characteristic feature of Executive response to tT.S. legislation on East-West 
commercial rein t ions in \}\c post World War II period. Currently licensing 
focuses on liiKh technology products, such as computers, that miRht be deemed
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tile eiiiintry. Particular intention has been directed to exports to the Soviet 
I'nion, as that nation represents the military capability with tlic greatest 
global potential, including the ability to inflict damage directly on the United 
States. The export policy lia.s been legisbitively .set primarily by the Export 
Control Act of ISM!) and the Export Administration Act of 1!M>!». United States 
export control coordination has heen extended to most of it.s NATO allies and 
Japan by the Mutual Defense Assistance Contiol Act of 1!>51 (the "Battle 
Act"). [See appendix fora brief legislative history on p. 3J. ]

A purpose of these Hearings, preceding action tn consider extension of the 
Export Administration Act, is to determine whether that Act should be 
amended and/or whether the intent of Congress should be clarified or changed 
in reference to the administration of the Act. Specifically, the Committee may 
wish to ask: (1) Are the policy objectives in Section 3 of the Act appropriate 
and clearly stated; (2) Are the criteria, procedures and questions applied by 
the Department of Commerce and the Advisory Committee for Export I'olicy 
necessary and appropriate to carrying out the intent of Congress as expressed 
in the legislation: (3) Are other non-legislative actions appropriate to carry 
out the national interest as well as the national security aspects to Section 3.

Based on an assessment of the Congressional reaction to current export 
licensing practice and the administration of the law one may detect two diver 
gent schools of congressional thought: the restrictive views might say that the 
change In philosophy of the 196!) Act. ami its extensions were too broad in 
trade promotion and relaxation of controls, especially relating to export licens 
ing of high technology products and processes, and therefore should be tight 
ened. The less restrictive view would perhaps generally affirm the policy state 
ment of the 1960 amendments but point to the Export Control Act or "Battle 
Act" carryover In the philosophy of licensing administration, and thus call for 
a streamlining, simplifying, and expediting procedure for the administration of 
licensing. Those calling for a broader interpretation of the law might suggest 
that the criteria and procedures of export administration are designed to 
restrict and delay approvals more than should be the case if the congressional 
intent were properly interpreted in the spirit of the law as expressed in Sec 
tion 3. It should l>e noted, however, that most applications for export licenses 
are handled routinely and expeditiously. Only u relative few are subject to 
lengthy review procedures. In order to address these alternative views, tl'f 
Committee may wish to revise the policy statements in the law and provide a 
clearer record for guiding the administrators on the intent of Congress for 
applying the law to license applications. Congressional change might be 
effected in the licensing procedures merely by clariling its intent with no 
change whatsoever in the law. Or the law might be amended to state a specific 
list of products or processes that should not lie licensed. The latter approach 
would involve a degree of congressional involvement in the administration of 
policy without clear precedent in the postwar history.

Changing nature of c.rport aJininintratitin policy
The past emphasis on national security export controls was a reflection of 

Cold War tensions and the widely-held view that exports of U.S. goods and 
processes that would contribute, to the military and economic strength, of the 
Soviet Union and other putative adversaries. The tlrst major postwar export 
control legislation the Exjmrt Control Act of 1!>4!) was implemented by 
establishing controls on all exports to Communist countries. Controls were 
gradually relaxed at various steps, beginning in the middle I'.KiOs and through 
out the 1960s. The Export Control Act was amende*.' and extended several 
times throughout l!Xii), At that time, the Nixon Administration was not encour 
aging further trade with Communist countries. The initiative for change was in 
the Congress, spearheaded by the Export Administration Act of 1SK1SI, which 
replaced the Export Control Act. Sponsored by Senator Edmund S. Muskie and 
Congressmen Wright I'atman and Thomas I,. Ashley, "the new Act maintained 
export controls, but called for a removal of controls on goods and technology 
freely available to Communist countries from non-U.K. sources and on items 
that were only marginally of military value. The 19011 legislation represented a 
new mandate for export controls. Whereas the thrust of the Export Control 
Act of 1949 had been to limit East-West trade, the new Act was designed to 
fuster such trade. The 1074 extension of the Act continued and extended the 
less restrictive trend. Presumably, the Committee will ^-isli to ask itself 
whether this trade promotion thrust, restrained only by direct national se*./u-
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rity considerations, should he retained as our national policy in East-West 
commercial relations.

If the general policy thrust is retained you inny wish to look specifically to 
Section 3 of the Act which states :

"It is the policy of the United States both (a) to encourage trade with all 
countries with which we have diplomatic or trading relations, except those 
countries with which such trade has been determined by the President to he 
against the national interest, and (h) tn restrict the export of ijnnAn and tech 
nology which would make a significant contribution to the military potential of 
tiny oilier nation or natiotix which icoulil prove detrimental to tlie national 
security of the United States." (Italic added).

The application of this policy and Congressional criticism of the recent 
record of the administration of export licensing suggest that the policy might 
lie more clearly stated in terms of the risk, probability, and presumed burden 
of proof, relating to the military impact of proposed exports. A more or less 
restrictive wording of the relevant sections may provide a basis for illustrat 
ing possible modification in the formulation of this section (referring only to 
the words underlined). The following is a suggestive editing of Section 3, 
intended to illustrate changes in wording that might clarify the policy intent 
of the law. Discussion on revisions, whether any are made, also develop a 
record to reflect the intent and interests of Congress. The restrictive policy 
stntement would retain more of the export control policy of the past.

llcstrictivc policy.—To restrict the export of goods and technology which 
might make ,1 significant contribution directly or indirectly to the military 
potential of any other nation or nations which might prove detrimental to the 
national security interest* of the United States."

Less restrictive, policy.—To restrict the export of goods and technology 
which would make a significant contribution directly to the military capability 
of any other nation or nations which would prove seriously detrimental to the 
national security of the United States."

Acceptance of the restrictive policy wording would indicate that the scope of 
the controls should not be further narrowed and that the past restrictive trade 
policy r.hould be continued as applied to national security considerations.

The less restrictive type policy statement as drafted above would represent a 
clear departure from the past export control policy of the Export Control Act 
of 1!M!> and the "Rattle Act".

Clarification of criteria may be important in order to establish closer corre 
lation in policy statements and the philosophy of the control administration. 
Adoption or reaffirmation of the less restrictive statement might require 
changes in the criteria and procedures enclosed in administration of licensing. 
A restrictive policy statement would be consistent with some of the current 
licensing criteria. The current administration may be restrictive in part 
because of procedures requiring time and complex analyses and judgments :

]. T'nanimily and full c',i,*,<1lalion
The policy as administered continues to he applied as one of withholding 

approval until all agencies involved in licensing reach agreement. Moreover 
congressional sentiment, as expressed in the Defense Appropriations Authoriza 
tion Act and amendments to the Export Administration Act. reinforced this 
restrictive view by requiring that dissent by one agency, the Defense Depa.l- 
iiieiit, should receive special White House attention. The Defense Appropriation 
Authorization Act further provided nn opportunity for the Congress to over- 
vide approval of a license if Defense dissented. This congressional action 
strengthened the policy of unanimity and full consultation. A policy of requir 
ing unanimity pud full consultation is not only inherently time consuming but 
a No reduces the probability of approval.

Congress ,thi|s strengthened the restrictive approach to export licensing by 
the passage of the Defense Appropriation Authorization Act fl'.l,'. !>.'f :{«!."> I. 
This Act also tended to confuse congressional intent by being parallel but dif 
ferent from the Export Administration Act. The Export Administration 
Amendments of 1074 also provide :i stronger review role for tin- Secretary nf 
Defense but the procedure differs «o,,,!-wlmt from both the Department of 
Defense- Appropriation Authorization Act and the Export A:lmini>tr;ition Act 
of ]!>(!!). The l;ev section of the Defense Appropriation Authorization Act i 70!» 
is ouoted In-low i italic added ) :

Sec. 70fl. (at The Congress finds that the defense posture of the United 
States may be seriously compromised if goods, technology, and industrial tech-
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iiiques which have been developed in whole or in part as a direct or indirect 
result of research and development programs or procurement programs 
financed in whole or in part with funds authorized by this or any other Act 
authorizing funds for the Department of Defense are exported to a controlled 
country without an adequate and knowledgeable assessment having been made 
to determine whether the export of such goods, technology, and techniques will 
significantly increase the present or potential military capability of any such 
country. It is the purpose of this section, therefore, to provide for such an 
assessment, to insure notice of proposed exports to the Secretary of Defense, 
and to authorize the Secretary of Defense to review the proposed export of 
goods, technology or industrial techniques to any such country wherever ho lias 
reason to believe that the export of such goods, technology, or techniques will 
significantly increase the military capability of such country.

0>) Effective upon enactment of this section, any application for the export 
of any goods, technology, or industrial techniques described in subsection (a) 
shall, before being eligible for export to a controlled country, reviewed and 
assessed by the Secretary of Defense for the purpose of determining whether 
the export of such goods, technology or techniques will significantly increase 
the present or potential military capability of such country.

(cl // tlic Xccretaru of Defcnuc determine*, after 7ns review and axsessnioit, 
Hint tlic export of siieh goods, technology or industrial technique* will in his 
jnili/nient significantly ini-reasc tlic present or potential military capability of 
diiii controlled country, lie shall recommend to the I'rcsidcn-t that the applica 
tion for c.rport lie, disapproved. In any case in which the President disagrees 
with a recommendation made by the Secretary of Defense to prohibit the 
export of such goods, technology, or techniques to a controlled country, the 
President shall submit to the Congress n statement indicating his disagreement 
with I be Secretary of Defense together with the recommendation of the Secre 
tary of Defense. Tin; application for the export of an;/ sttrh floods, trclniolo(/y, 
or tic/ini/iiicx niaij lie <il>prorcd lifter xulimixxion hi/ the President of hi* state- 
incut mid the rccoiiinii'tidiition of tlic Secretary of Defame to the Congress and 
C,O days of continuous session of the Congress has elapsed following such sub 
mission unless within such C>0 days period Congress lias adopted a concurrent 
rcoliition disapproving the application for the export, of such goods, technol 
ogy, or techniques.

(ill As used ill this section (1) the term "controlled country" means the 
Soviet I'nion, Poland. Romania, Hungary. Bulgaria, Czechoslovakia, the 
Ccrinan Democratic Republic (East Germany 1!, and such other countries as 
may be designated by the Secretary of Defense, and (2) the term "days of 
continuous session of the Congress" shall not include days on which either 
House of Congress is not in session because of an adjournment of more than 
three days.

(et The Secretary of Defense slinll submit to the Congress a written report 
on his implementation of this section not later than :?0 days after the close of 
each quarter of each fiscal year. Each such report shall, among other things, 
identify each instance in which the Secretary recommended to the President 
that exports be disapproved and the action finally taken by the executive 
branch on the matter.

The requirement of unanimity is extended from the Committee on Export 
Policy to the White House and to the I'.S. Congress by this provision. 
Although this section, in practice, appears to have been superseded by the sub 
sequent Export Administration Act Amendments, it is still law and provides 
procedures fur reference to Congress in cases under Defense jurisdiction as a 
result nf defense funding support. Although Defense may have primary juris 
diction for licensing decisions under Section -1(11) of the Export Administra 
tion Act. there is no pweeduie for Congressional override in those cases where 
the majority voles differ from that of Defense.

'The consultative procedure also extends to COCOM (composed of NATO 
partner^, except Iceland, and Japan) by (be "P.attle Act." I'tidcr COCOM pro 
cedures unanimity is required to reach agreement 0:1 ninny issues, e.g. change 
of the composition of *)io control lists. Further consultation is also normal 
thouth committees ;uiil directly with industries in the I'liited Stales.

A requirement of unanimity and full consultation is bound to be time fon- 
siimirn.'. In ilself Hie process need not encourage a restrictive or a broader 
interpri tatioii of the le^ishnivo policy. There is howevr a presumption in 
many industrial quarters that the process is restrictive and that the enhanced
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Defense role makes the policy of licensing administration more so. On the 
other hand, aside from the time factor, consultation with COCOM or industry 
might lead to a broader interpretation of policy. Likewise, absence of specific 
reference to the Peoples Republic of China in the Defense Appropriations Act 
might be viewed as a narrowing of country coverage and thereby l>e less 
restrictive.

2. Presumption of license denial
In a recent assessment prepared by Secretary of Commerce Rogers Morton 

in August 1975, The United States Role in East-West Trade, Problems and 
J'rnspertH, one can derive a negative inference in the description of the process 
of license approval by virtue of its complexity and rigor. The fact that the list 
of commodities controlled had been so narrowed, '..aich implies less restriction, 
is countered by the interpretation of the Administrators, who maintain that 
any applicant for a validated license would tend to be "hard core" cases in 
threatening our national security (us it ms on the list are those with high mil 
itary significance) and therefore subject to thorough and rigorous review. Only 
applications that "raise policy questions or pose serious- problems," it is noted, 
are documented for formal consideration of the Operating Committee for 
Export Policy. The documentation may be rather extensive and complex as 
indicated by the licensing considerations described by Secretary Morton (on 
pp. FS and F!> in his testimony) as involved in the 1 decision to approve or 
reject an application for a socialist destination :

(a I What is the normal use in the I'.S. and elsewhcr" in the free world?
(b) Is the item designed for military purposes? Is tlie intrinsic nature of 

the commodity or data such as to make it of significant use to the military? Is 
it currently used importantly by the military establishments in the West? In 
the country for which it is destined?

(c) If the. item has both military and civilian uses, is the intended end-use 
peaceful in nature?

(d) Is the prospective foreign end-user engaged in peaceful or military-ori 
ented work?

(e) Does the item incorporate advance or unique technology of strategic sig 
nificance that could be extracted?

(f) Is there i\ shortage of the item in the area of destination that affects 
the military potential?

(gi Are comparable commodities or data available to the country of destina 
tion outside the I'.S.? If COCOM controlled, are they available outside the 
COCOM countries?

(bl Would significant, economic/commercial benefits flow to the t'.S. from 
consummation of the transaction? (pp. FS, I"!).)

Both those favoring a restrictive and a less restrictive revision of policy 
might favor simplifying this process. The restrictive view might suggest 
expanding the list or simplifying the criteria to exclude more items that might 
be approved. The less restrictive view might lie served by further narrowing 
the coverage but also simplifying the procedures. The cost in time and effort 
of the present procedures is not its only weakness. The uncertainty of the pro 
cedure also raises some questions. Some simplifications might reduce the cover 
age of applications applying to the I'eoples Republic, of China, and certain 
other socialist countries which may be considered of less direct military threat 
to the Tinted States and who may not be expected to transfer technology to 
thoxp « )!» arc a putative threat. Likewise, assessments of end use of commodi 
ties might be removed which involve difficult assessments and uncertainty. 
Approval of an advanced computer for a Soviet truck plant and disapproval of 
the same model computer for the Soviet tourist agency use is such an example. 

The number of licenses that are approved, may tend to ameliorate the con 
tention that a negative bias exists in the review process, (note in the appendix 
table that most applications are ,:"imately approved) but a value measure 
mkrht support the case. However, the complexity, uncertainty and cost of the 
process may limit the number of applicants for licenses.

Although criticism of the process may be directed to its implied negative 
bias, the problem may lip more of complexity and uncertainty. The simplifying 
of criieria would seem to be consistent with the current act. The criteria now 
employed seem to have been based on the philosophy carried over from either 
the Export Control Art of 1SMP, the "Battle Act" of 1051, or both.
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Xat tonal interest and the broader definition of security
Section 3 also refers to a national interest determination by the President. 

Two lines of consideration might be explored in clarifying this part of the 
policy of export licensing:

3. Formal linkage of trade and other issues.
There have been many congressional and other suggestions that export con 

trols be tied to human rights (emigration, etc.), crisis resolution (Angola, etc.) 
or other issues. As this issue has been fully aired elsewhere it need not be fur 
ther explored here.

'2. Informal linkage of trade and other issues.
A broader view of our national security and national interest suggests that 

export of U.S. technology may be adverse to our econouic, political and other 
non-military interests or security. Are we following an export policy designed 
to maintain our technological lead? Are we receiving adequate return to 
recoup our investment in research? Are U.S. multinationals operating abroad 
contributing to broaden American economic interests in their policies of trade 
and productionV Are there indirect or long-run effects of current international 
(rude policy options that may influence our long term national security? These 
are all questions meriting further assessment, although probably not lending 
themselves to legislation.

In reviewing Section 3 of the Act the Committee may wish to explore how 
compliance with its provisions may lie encouraged within Export Administra 
tion legislation. Encouragement of more structured governmental and industry 
dialogue might be useful in Section 8. Although some agencies have made suc 
cessful efforts to bring in industry on an advisory and consultative basis, 
others appear to have been less successful. Specifically, the question of how 
national and private interests are interrelated in export of technology by mul 
tinationals is not adequately aired. To be sure, industries wish to protect, their 
industrial secrets and some distrust of government has been generated. How 
ever, during the course of hearings the issue of a broader definition of national 
security and its relevance to export of products and technology might be 
appropriately explored.
Rationale- for export Hemming change in policy and atminixtratifin

There is an impression that the philosophy of export administration changed 
'with the 10C!) Act but the spirit of the Administration did not. This philosophy 
change is cnmimmicMted in Section 3. which reads: "to restrict the export of 
guilds and technology which would make a significant contribution to the mili 
tary ]K>tential of any other nation or nations which would prove detrimental 
to the national security of the United States". This statement carries a neutral 
ring or is a policy statement which suggests that licenses will bo granted. In 
contrast the criteria for administration of license approval with its require 
ment of full consultation, unanimity, and conformant to complex criteria cre 
ates (be impression that licenses will be delayed or refused. Even if they are 
correct inferences, these different interpretations do not indicate which should? 
be acceptable congressional policy broader approach or the restrictive 
approach. At the same time whichever of the two interpretations is preferred 
the Committee may favor steps toward revised approval machinery that is 
simplified, more efficient, and more predictable. This would be aided if the dif 
ferences in congressional intent were clarified or eliminated in the policy state 
ments in the legislation. It may be Ti.-eful to summarize some of the factors 
which presumably contributed to the l(K5f) and J!>74 changes toward trade pro 
motion and awa.v from control. These are partly speculative as the formal con 
gressional record is not too clear or complete :

1. The eroded and limited U.S. technological leadership no longer permitted 
miiltitei \1 denial of technological exports to any countries. \\Vst European 
nations and Japan (even though members of C.OC.OM) could and would supply 
tei-hnology not licensed by the United States. The effective li«t of U.S. control 
lable items was effectively reduced by the closing of the twlinolnzry gap in the 
West and the weakening of U.S. alliance control. These were developments out 
side of our control.

2. The Communist alliance system had weakened to the jwiint that trading 
ivith one country was no longer considered equivalent to trading with all. This 
was especially true of technological transfer or "leakage" as between the Peo 
ples Republic of China and the Soviet Union. Therefore concern was focused 
directly on the Soviet Union as the nation with the most advanced and poten-
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tially dangerous arst'iia!. Export licensing to other socialist countries should be 
controlled, it is argued, on a nation by nation basis.

ii. Advancements in Soviet weapons research and technology indicated that 
with priority, resources, and time there were few changes they could not make 
or counter in military technology without imports. Corollary to the reassess 
ment of Soviet military technological advances was a view that the major 
Soviet bottlenecks' were in management of military research applications 
rather than in basic research on military related technology.

Siime of the aliove interpretations of the possible rationale fur change may 
throw light on the appropriate use ( >f the word "significant." in Section 3. In 
!i; ('using, as in other matters, it is difficult to predict which will happen, but 
as we have some experience with the modified licensing procedure since 100!) 
we may ask What did happen? Are there any examples of significant 
improvements in military capability that might have occurred because of or in 
spite of technology transfer from the West that effected Soviet military capa 
bility.

If we conclude that the Soviets could improve, catch up, and pass us in 
some areas of military technology in spite of our controls, we might want to 
look at the other side of the cuin the advantages to us in high technology 
transfer beyond the income from sales. In many areas the Soviets are, we are 
told, very advanced but nonetheless may need and seek advanced U.S. technol 
ogy, e.g. comprter systems. 15y installing these systems and servicing them we 
may greatly increase our own knowledge of the state of their advanced tech 
nology and limit their development into areas in which we have possibly tem 
porary technological edges.

These reassessments by knowledgeable witnesses would help the Committee 
in deciding where the burden of proof in licensing should lie. Should it be on 
the applicant or application for license to demonstrate little or no risk of mili 
tary enhancement of a putative energy'.' Or should the opposite bold should 
(lie approval system require that the evidence be overwhelming before most 
licenses be disapproved on grounds that significant affect of military capability 
would result'.' Clarification of Congressional intent would presumably aid the 
export adniinistrat inn in applying a eonsistant. perhaps simpler, more efficient 
system of licensing exports to socialist countries.

ArTK.Nmx -U.S. \ATION.\I, SWUKITY EXPORT CONTROLS A Sntvr.v OF
f'OSTWAK I.AWN AM) A 1)V I MS I 'RATION

Several legislative enactments since V.llTi have provided the authorization for 
the I'.-S. strategic export control program. Their original purpose was primar 
ily to deny the Soviet Union and oilier Communist countries exports which 
could facilitate their industrial growth and enhance their military potential. 
The following text describes the major acts which have regulated U.S. exports 
to the Soviet Union.

The E.i'ijurt Cnnlrnl Art of !!>.',» (~>0 U.S.C. App. 'JOU1-203L.' as amended, 
Supp. V, liMVJ) authorized the President to "prohibit or curtail" all commercial 
exports except shipments to U.S. territories and most exports to Canada. The 
purpose of the Act was to use export controls: (1) to prevent domestic eco 
nomic shortages: CJ) to protect (he niuional security: and (3) to promote the 
foreign policy of (lie United States. The national security purpose has been the 
primary rationale fur regulating exports to the Communist countries. The act 
was extended and amended several times through Iteceinher 1!(6!>. The li)(i'2 
extension of the Act specified that its intent was to prevent a significant con 
tribution not only to a Communist country's military potential, but also to its 
economic potential. Subsequent legislation has removed the latter goal, hut has 
provided for the continuation of the essential features of the export control 
system established by Hie Export Control Act.

Pursuant to the goal of protecting notional security, selective controls are 
exercised over T'.S. exports to the Soviet Union and other Communist coun 
tries. In addition, exports of U.S. origin products and technical data are con 
trolled to non-Communist countries to prevent reexports that would frustrate 
U.S. controls over direct exports to Communist countries. Thus, a Japanese or 
West European firm may receive :i license for importing certain kinds of U.S. 
technology only on the condition Iliat it not icexport that technology to 
another siiccilieil cininfrv,
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To regulate U.S. exports, a licensing system was established, Under this 
system, which is still in effect, the Office of Export Administration of the 
Department of Commerce regulates all U.S. exports by granting (or not grant 
ing) one of two types of licenses: a general authorization which permits shii>- 
inent of certain tyjx's of goods to certain destinations without a specific appli 
cation by the exporter, or a validated license to an individual exporter fo»- u 
specified export.

Over 90 iwrcent of U.S. exports are made under genrral licenses. Validated 
licenses are required for commodities and technical daia of a more sensitive 
nature which may not be exported freely to designated countries. To adminis 
ter the program the Department of Commerce maintains the Commodity Con 
trol List which i-.leiitilies, for each listed commodity, the destinations to which 
u validated license is required. For export control purposes, the Soviet Union 
is classified in Country droiip Y with most of the Eastern European countries, 
Mongolia, and the' IVople's Republic of China. Rumania and Poland are in 
Country (Jroups Q and W, respectively, and are subject to more lenient con 
trols. North Korea. Vietnam, and Cuba are in Country Group '/,. which receives 
the strictest controls.

In dot"rmining how exports should be regulated, the following factors are 
generally taken into account concerning each commodity :

(i) Its essential features (distinguishing physical or operating characteris 
tics: variations between typos, models, grade, etc.; and the technical and stra 
tegic significances of these differences i.

(ii) Its civilian uses.
(iii) Its military nr military-supported uses.
(iv) Its end-use pattern in the United Stales.
(v) Its technological state of development. (Whether it involves a new prod 

uct and represents the current state of the art. Whether it contains advanced 
technology that can feasibly be extracted.)

(vi> Its availability abroad (whether the same or a comparable commodity 
is available from other non-Communist countries and where and by whom. 
Whether the foreign product is manufactured abroad with I'.S.-origin technol 
ogy or components). 1

In March 1051, all general licenses to export to the Soviet Union were 
revoked. This requirement for validated licenses was relaxed somewhat in 
l!>r>(i, when a number of specified items was again made exportable to the 
U.S.S.It, and Eastern Europe under general licenses. Since that time, there has 
been a gradual trend toward relaxation in the licensing of exports to Eastern 
Kuropo. I'oland, in 1!)57, and Rumania, in UHi-I, were placed in separate cate 
gories for which validated licenses for fewer exports were required. In lOtifi. the 
requirement for validated licenses for exports to the other Eastern European 
countries, including the Soviet Union, was removed for over -NX) items. In sub 
sequent years, several hundred more commodities were placed in the general 
license list for export to Eastern Europe.

This trend toward relaxation accelerated in the late KKiOs. particularly after 
passage of the Export A<lniii<intr<!ti'>i<. Act «/ J!H!'J (TiO U.S.C. App. 1MU1-13, 
1070,', which replaced the Export Control Act. The new Act maintained export 
controls, but called for a review of control regulations and control lists. It 
called on the Commerce Department to lil't controls on commodities freely 
available to Communist countries from non-U.S. sources and on itei'is that are 
only marginally of military value. In short, the I'.tt'.O legislation represented a 
congressional mandate for a new direction in export controls. Whereas the 
thrust of the Export Control Act of liMll was to limit Kast-\Vest trade, the 
new legislation was designed to foster such trade. The Export Admini>l ration 
Act expired on .Tr.ue .'!(). 1(171. but Congress enacted joint resolutions I twice in 
11171, once in 1!I7^) extending export controls to August 1, 1H7-.

Upon expirati-in of the Expori Administration Act on August 1. 1'.I7J. the 
President invoiced the authority of Section ">()>) of (he TriKlinii \\'il<i tlie, 
/ .'»<'".'.-i/ Act a f Hilt (."">(( U.S.C. App. 5(h) V.I70I to continue the export eoinrol 
program. That Act authorizes the President to prohibit all prhalo financial 
anil commercial transactions with U.S. enemies and their allies during lime of 
war or during any period of national emergency. In the postwar period, this 
law had previously been used to regulate trade with North Korea, the People's

1 1.1 C.F.K. :!70.1(b)(;) 1073.
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Republic ol riiinn, and North Vietnam (it no longer applies to trade with 
China!.

On August 2!>, 1!)"::, the Export Administration Act WHS amended and 
extended to June :«). \'.f~>\ |,y the Kqual Export Opportunity Act (PL 1)2 ~4I2i. 
Section 4 of the new law culled for further relaxation of controls on exports 
freely available from sources outside the T'nited Stales :

. . . The President shall remove unilateral export controls on the export 
from the 1'nited States of articles, materials, or supplies, including technical 
data or other information, which he determines are available without restric 
tion from sources outside the I'nitcd States, except that any such control may 
remain in effect if the President determines that adequate evidence IMS beer, 
presented to him demonstrating that the absence of such a control would prove 
detrimental to the national security of the I'nited States.
It also directed the Secretary of Commerce to report to the President and to 
the Congress on the progress of export control liberalization.

On October 2!*, 1!>74, the Export Administration Act was again amended and 
extended to September :«>, 1!)7<> by the Export Administration Amendments of 
I!t74 (P.L. l)3--!>00). The 1!)74 amendments included a provision which 
.strengthened the role of the Secretary of Defense in reviewing exporls of 
goods or technology that would "significantly increase the military capability" 
of a Communist country. The Secretary of Defense is directed to determine, in 
consultation with the Office of ExjKirt Administration, the types and categories 
of transactions which he should review. If the Secretary determines that an 
export does make a significant contribution to the military capacity of a con 
trolled country, he is directed to recommend to the President that, the request 
for export be disapproved. I'pon receiving such a recommendation, the Presi 
dent may, within '50 days, disapprove the export if, however, be overrules or 
modifies the Secretary of Defense's recommendation, he must report this deci 
sion to Congress.

An earlier law passed by the !'»3d Congress, the Department of Defense 
Appropriation Authorization Act, 1!I75 (P.I,. !W-H(K">(, enacted Augast 15, 11)74. 
had also redefined the review role of the Secretary of Defense. This Act 
authorizes the Secretary of Defense to review and to recommend to the Presi 
dent that he disapprove the exportation of goods or processes developed with 
Department of Defense funds that would "significantly increase the potential 
military capability of a controlled country." (The law defines the Soviet 
Union, Poland, Romania, Hungary, Itulgaria, Czechoslovakia, and Kast Ger 
many as controlled countries.) It also provides that, if the President disagrees 
with the Secretary's recommendation, the Congress may overrule the. President 
by concurrent resolution.

Other Government agencies, such as the Department of State, the Federal 
Power Commission, and the Nuclear Regulatory Commission exercise primary 
authority for regulating expor's of goods and technical data thai are within 
their specialized jurisdiction. For example, the Mutual Dcfrnm' Axxixtunrc fun- 
triil Ant of HI.',! (the "Rattle Act", 22 U.S.C. Kill ct se<|., 1!»70) and .-cction 
414 Of the Mutual Ncrvaif;/ .\<-t of litu.'i (22 U.S.C. ]!«4, P.I7D) authorize (In- 
State Department to administer controls over implements of war and cert;, in 
strategic materials and related technical data. The Nuclear Regulatory Com 
mission licenses exports of nuclear energy material and data, and the Federal 
Power Commission licenses nalural gas and electric energy exports.

The Hiiltle Acl is also the main legislative basis fur coordination of T.S. 
export control policy with the policies of its western allies. A Coordinating 
Committee (COCOMl. including all of ihe NATO countries, except Iceland and 
Japan, meets periodically to set guidelines for controls on exports to the Com 
munist countries. The Ilattle Act (which was amended in ]!H>1) not only pro 
hibits the export of implements of war. atomic energy materials, and other 
strategic commodities to Communist countries, but also provides that all I'.S. 
military, economic, or financial assistance be denied to any nation that know 
ingly permits shipment of such goods to the Communist Bloc. Although the 
President may waive this provision if he finds it in the national interest, its 
enactment provided him with a bargaining tool for persuading other countries 
to apply the strategic embargo.

As COCOM has no formal charter, its decisions are not binding on member 
countries. Rather, it is an advisory board which issues recommendations of 
goods to 1* embargoed or controlled. These are regarded as minimum lists to
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which onch member might add commodities. Since its inception, COCOM lias 
steadily reduced its list of embargoed items. In September 1!>7'J. for example, 
COCO.M completed a review of its controls which led to many chances to 
decontrol products and technical data. A fe'.v changes were also made to 
increase coverage, especially in Hie electronics and communications areas. 2 In 
the past, the U.S. Commodity Control List has contained considerably more 
controlled items than COCOM's International List. Perhaps because of their 
traditional trade tics with the .Soviet Union mid other Kast European Commu 
nist countries, the other members of COCOM have consistently lobbied for 
fewer controls, while the United States bus favored more.

The COCOM liberalization of export controls lias been paralleled (alheit at a 
slower rate) by the trend in I'.S. export control policy. The Export Adminis 
tration Act lias effected significant changes in the U.S. administration of 
export controls. In the lirst year after its passage, 1.5fiO commodities were 
made exportable under general license to countries in Group Y. Trade with 
Romania was further liberalized, and in If 171 the President relaxed the U.S. 
embargo on Communist China, freeing many nonstrategic goods for export to 
China under general license. Since pa.ssaae of the law in l!Hi!>, there has been 
a sustained effort to remove controls from most items not controlled by other 
COCO.M countries. It is likely that the I'nited Srates will maintain somewhat 
more rigid controls because it has much more developed military research and 
development and production programs. Other COCOM countries have fewer 
problems with export controls because they have less sophisticated military 
technology. Still, most of the export license applications for Eastern Europe 
that have heen denied by the U.S. Government have been for items also under 
COCOM controls. In its lllth quarterly report on export controls, for example, 
the Commerce Department reported that all applications for export to Commu 
nist countries that were denied for the lirst quarter of 1075 involved commodi 
ties subject to COCOM controls.'1 A Department of Commerce report to the 
Congress and the President in May 1!l7.'i noted that tiie Department had 
reduced the number of unilaterully controlled entries on the Commodity Con 
trol List from fi.~iO to 73. The remaining entries had been limited in scope 
through decontrol of specific, commodities. For example, whereas most comput 
ers were once restricted, only specified computer equipment is now controlled 
for export to the Soviet Union. The report stated that most items which were 
still unilaterally controlled embodied technology that was unique to its I'.S. 
manufacturer or which would make a significant contribution to the military 
potential of Communist countries.' The reduction of the number of controlled 
items has been accompanied by now export clearance procedures to expedite 
the licensing process.

The U.S. exporter to Communist countries is still confronted with greater 
barriers than his counterparts in other Western countries. U.S. businessmen 
complain that tighter V.S. controls and time-consuming procedures for licens 
ing exports of technology give other Western companies a considerable advan 
tage. Foreign competitors sometimes obtain information on pending U.S. 
exports which puts them in a favorable competitive position. Approval of 
applications of export licenses can take from a few weeks to several months.

Nonetheless, evidence suggests that relaxation of controls lias rapidly 
expanded opportunities for sale of American technology to Communist coun 
tries. Following enactment of the Export Administration Act in litdl), there 
was not only a reduction of the Commodity Control List, but also a rapid 
increase in the value of validated licenses issued for exports to Communist 
countries. ( See following table. I

The large increase in the value of licenses approved during 11)70-73 was 
largely :i result of numerous approvals of machinery ami equipment exports to 
I lie Kama Kivcr Truck Plant in tin* Soviet Union. Among other important 
items receiving validated licenses in recent years have been electronic comput 
ers, parts and ncccssnrics. In 111"!, the total value of license 1 approved 
decreased, reflecting primarily a reduction in the number of applications.
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TABLE 1. DOLLAR VALUE OF COMMODITY LICENSE APPLICATIONS PROCESSED, LICENSES ISSUED, AND ACTUAL 
EXPORTS TO EASTERN EUROPE AND THE PEOPLE'S REPUBLIC OF CHINA, QUARTERLY, 1962-FIRST QUARTER 1975

{Thousands of dollars]

Quarter

1962:
First quarter ...... ._._.......__.___....,.
Second quarter ....................._. . . . . . . .
Third quarter-- _._.-________..,._______.....
Fourth quarter.....-- -_-_--......_. ---.-.....

1963:
Firstquarter --.-.... ....--,....-.---- .
Second quarter.. ._____..__.__..._.____._.._.
Third quarter... ..---.-...-...-.......-----..
Fourth quarter ...... . -.----.....-. -.- .

1S64:
First quarter. ................................
Second quarter. ----- --_.____....._..-----_._
Third quarter __....-..-__-_--..-. ....... -
Fourth quarter. ...... ........................

1965:
First quarter .._....-_------...._...--..__
Second quarter ..............................
Third quarter.......... ...-.--.-.......-....
Fourth quarter...... ---...._-._._.._..

1966:
First quarter. ...................... ......._.
Second quarter..... ... _.._.----..-.
Third quarter ..... _....-.__._._.-.
Fourth quarter ...._...-.-.---. . _-_..._.

1967:
First quarter....-.--....... .. - -.....--.......
Second quarter. - .-__..-.-.-.___-_---....
Third quarter ..... ......... .-.-.....
Fourth quarter..-----.-...-...-.-......--....

1968:
Frst quarter --.-......--._-----.--.._-
Second quarter. ...................._........
Third quarter. -.-.--._-.....- -...-...---.-..
Fourth quarter.... .--_-.-.-.-.--.-...-.-.....

U'69:
Firstquarter.--.-..-----.....--...-.-----.--.
Second quarier. ...... -.----._-....--.-----..
Third quarter. .....--_-.... .... -.----....-.
Fourth quarter............ ..................

1970:
First quarter......... --._.._--......_-----...
Second quarter..-.. -.----..---..............
Third quarter ................ ..-.
Fourth quarter......-.....---- ..............

1971:
First quarter .....--_--------..._...-...._-.
Second quarter.... .. ._...__--_
Third quarter-.-.... ----..------.....--.--...
Fourth quarter. ....---...-.---...-----.--....

1972:
Firstquarter . .......-......--- . ...-.-....
Second quarter s. ..--___._--_-.__............
Third quarter ...._.-......___.....- ......
Fourth quarter .._-..__._..-...__._-.--..

1973:
First quarter ._ .............................
SfM^nrt quarter. ..-_._.-._.... ......
Third quarter ..--..-..-.--.....-
Fourth quarter ...--,.....-... . . ...

1974:
Fir-:t quarter -..-.----.. ------.-....-.-..--
Second quarter.  -....--....--..........
Third quarter .........-.---. ... ..
Fourth quarter-.--....-.----........ .... . .

1975:
First quarter.---...- .-..._..-_...__.-.....

Applications
processed '

............ 14,046

..-.--.. . 12,019
..... 61,475

............ 10,8%

....... - 11,258
17,319

.-...-...--- 20,146
....... ... 95,309

339,637
............ 27,303

.. - ... 17,858
32,258

........... 35,229
......... 30,950

40,787
............ 43,145

.......... 47,000
...... 43,433

........... 35,553
........ ... 30,848

42, 384
26. 046

........ ... 23,426
..-..-. . 27,606

37,437
....... . 49,074
. ..... 33,922
........... 42,644

....... .. 37,618
. .. 102,234

44,719
........... 62,501

73,353
............ 97.638
....... ... 33,589

56,916

........... 52,657
.. ... . - 119,865

206, 899
.----....-.- 970,776

..-.-. . . 435,609
............ 270,293
.......-.--. 97,511
...-.- - 140,673

i/9,637
........... 32,860

..-- - . . 477,095

...... . 3£,937

........... 31,515
.... . . 35,723

....... . 32,957

.----.-..... 34,692

.--.---..... 56,176

Licenses
issued '

13, 340
10,836
16, 859
8,530

9,860
19 467
19 46/
93, 178

334,328
26,985
13,769
30, 983

34,856
28, 191
39, 005
41,328

46, 049
41,601
34,967
30, 503

41,961
24,523
23,130
27,245

37,237
44, 103
36, 827
42, 386

36, 463
33, 553
44,566
61,525

73,137
97, 067
33,118
55,950

51,327
119,001
206,476
967,718

432,501
269,433
96,910

139,828

1?9. 198
32,872

477.039
36,777

25.419
< (., 4?1
?b, C80
3,?, 204

49 834

Actual
exports '

45,466
4?, 076
21.389
16,249

21,365
65, 186
26,378
53,753

153,010
107,301
38,587
35,683

25.253
29. Cb9
24,214
SI, 383

56,458
45,457
35, 994
59, 828

70,516
. 45, 709

36, 304
43. 049

55,150
49, 194
50, 046
62,453

39, 349
63, 269
62, 508
84, 163

91,462
84, 407
77,311

100. 140

114,557
88,250
85.583
95, 563

158,803
123.809
224,697
365,711

506,610
C42.242
671,055
670,756

725,625
559, 509
488,954
464,972

<<>

1 Beginning with the sc^onrl Quarter 1967, "Applications Processed" and "Licenses Issued" no Icnget include appli 
cations and licenses tor temporary exports, e.g., tradn fair exhibit, demonstration, or testing.

- Ac'uai e«ports 'nc!u:J>? shipments under validated !icfn c es, ^ome of which were issued dunn£ !tie quarer and olht-rs 
in previous quarters, as well a:, shipment under general I.censes.

3 Beginning with the second quarter '972, figures in all three columns include tho People'' Repjhhc ot China. Piioi 
qmrtrrs reflet licensing and exports for Fastcrn Edrdrie only

4 Not available.

Source: U.S. Department of Commerce. Export Administration Report, First Quarter 197 r>, pi!.
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MR. BINOIIAM. Thank you very much. Mr. Hardt. I must say that 
this is a most difficult and complex field, and one in which the lay 
person is likely to feel somewhat overwhelmed.

SHOULD THE SYSTEM BE MORE OF I.EKS KESTKICTIVE ?

Might I start with a kind of a general question of all three wit 
nesses, and perhaps make it in the form of a statement and sec if I 
am wrong.

I got the impression from Mr. Fasick that he feels that the system 
until now lias been too loose, even though it involves long delays 
and so on; that lie would prefer to see a more restrictive system.

I get the impression from Professor Allison and Mr. Ilardt tliut 
they would like to see less restriction than we have now.

Is that a fair interpretation of your presentations^
Mr. FASK'K. Let me start by saying that we haven't said it is too 

tight or too loose. Within the framework of the legislation, and 
what we interpret to Ite the intent of the legislation, we believe that 
administration of the program is, as some people characterize it. in 
disarray, and that there is a need for improving the program, if 
indeed the intent of the legislation is to l*e followed.

As to wluthcr it should be liberalized or tightened. I think that is 
a (|iiestinn that is for the executive branch and the Congress to 
decide. Itut our basic premise is that the system isn't effectively 
working now.

Mi;. BixciiAM. AYe.ll. I take it you. Professor Allison. certainly 
agree, with the last point.

Would you also agree with my interpretation that you think that 
essentially the system is. as you said, anachronistic, in the sense that 
today it is operating in too restrictive a fashion!!

Mr. Anjsox. 1 think, sir, that I would agree that my argument 
implies that the system is both too restrictive and tn » loose. The Ser 
pukhov case illustrates the iii'st point. Although the system has 
changed somewhat since that time. I believe that the system imule a 
mistake in refusing to allow CDC to sell that computer to the Soviet 
1 nion in the early 1!)70's. American companies are denied the 
opportunity to sell many products which if sold to the Soviet Union 
would not contribute significantly to Soviet military capability in a 
way that would hurt t .S. national security. Indeed the current 
system achieves mainly an objective which I think is no part of the 
congressional intent, nor indeed of the 1'lxecutivc's objective either, 
(hat is, of shifting these sales to France or Japan or to subsidiaries 
of American companies abroad.

On the, other hand, if it doesn't seem like T am trvin<j to have it 
both ways. 1 argue the system is also too loose in the sense that, it is 
not defining clearly enough the items that arc of real strategic 
concern.

My having a system both too restrictive in terms of its mmiher of 
items, and too loo.-^c in its administration. \ve m:iv end up with the 
worst of both worlds: Lost sales of items of no strategic concern :md 
failure to restrict some items of greatest importance.
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This applies Loth lo sales of American companies and American- 
based companies abroad, and to other COCOM countries. Given that 
I lie COOOM list is so long even though it has been significantly 
pared down over the last decade, and that a number of the, items on 
it are not evidently strategic, items slip through that could have 
been font rolled more effectively, especially where there are only a 
limited number of suppliers of these items. In those cases, it might 
be possible to lean on the Japanese or the French to get them not to 
sell those items to the Communist countries. So, I guess I am trying to 
bave.it both way?.

Mi - . BINOIIAM. Would you comment on that. Mr. Hardt ?
Mr. IT.MiDT. Yes, T would certainly agree with that latter point of 

the need for priorities, and giving particular attention to those 
things, such as high technology itself, which is clearly of signifi 
cance and where we have broad agreement that it is of significance.'.

But saying things like, ''The system is too complicated and too 
time consuming," and so forth, T think is too difficult to document 
further. My experience, unfortunately, is that every time I get a 
specific, case which 1 think tells me something, the more I learn 
about the case, the less it tells me about changing the system.

I cited the example of the IBM system, which was sold to operate 
the foundry at Kama, and the system which was not approved for 
Intourist, in my testim- iv.

Well, that is not as >od a case as I suggested it might be, because 
it is much more complicated than that. It is a different system, 
because although I hi equipment is similar, it is organized in a dif 
ferent fashion. There is a different end-user.

Xow, whether or not it sets appropriate criteria may be open to 
question, but the more 1 learned about it, the more I realized that 
what seemed like an inconsistency, an unnecessary complexity, was a 
justifiable complexity.

I think we have to look at this whole process in terms of specifics. 
Unfortunately the more we look at specifics, the more difficult it is 
to generalize.

Therefore, T recommend to the legislators that you concentrate on 
clarifying policy which I think is not clear, and work with the 
administrators and try to engender and stimulate on all sides a 
degree of openness to change, because change. I think, is needed.

Precisely what, beyond the list that you identify with Mr. Hucy, 
is something hard to say,

NO .VriTNTIOX (ilVF.X TO I'liKCF.DF.XT

Mr. BiM'.HAM. One of llic three of you. anil I forget now which it 
was, said that in the administration of this there is no attention to 
precedent.

Mr. ALLISOX. Yes.
Mr. FASICK. That is correct.
Mr. BINC.IIAM. Did 1 correctly state that?
Mr. FASICK. And that follows the same  
M'\ BINUHAM. That is a rather astonishing statement to me, as a 

lawyer.
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Mr. FASICK. AYliy'
Mr. HIXGIIAM. That is ;i deliberate, staled policy, i.s it, that each 

case will be looked tit on its merits, and without regard to what was 
done in a similar ease?

Mr. FASICK. In practice this is what we found them to be doing. I 
don't knew whet her it is a stated policy or not.

STATEMENT OF ARTHUR A. SHANTZ, GENERAL ACCOUNTING
OFFICE

Mr. SHAXTZ. It is a stated policy.
Mr. I-JIXGHAM. AYoidd you identity yourself?
Mr. SIIAXTZ. Yes. My name is Arthur Sliantx. 1 am with GAO.

lU'KDKX OF PIIOOF

Mr. BIXGHAM. The matter of burden of proof, it seems to me, 
might be something that we could explore a little bit.

Do existing statutes deal with the question of burden of proof at 
all ( I will let anyone answer who cares to.

Mr. HAUDT. No. I think the legislation leaves the licensing proce 
dure itelf, the need for licensing, and the criteria for approval and 
disapproval, to the administration. It presents the policy and the 
philosophy, but   

Mr. BIXGIIAM. Yes, but the question of  
Mr. II.utDT. But it doesn't speak directly to this. It creates an 

environment.
Mr. IJixiJiiAM. It seems to me that burden of proof might be 

something that one could deal with legislatively. I can't conceive of 
the Congress attempting to draw up the kind of a list that you have 
in mind.

Surely that must be at an administrative level. Noting the 
great difficulty that all three of you have had in trying to articulate 
your conclusions as to the correct policy. I foresee great dilliculty in 
the Congress legislatively trying to articulate what the policy should 
In 1 , beyond possibly the kind of concept that is implicit in the notion 
of burden of proof.

Mr. "\VIIALKX. I say that should not be surprising, Mr. Chairman, 
Congress  

Sl.T.l »S Fill! I.IIGISI.ATION

Mr. I5ix«ir.\"\r. IJeally. not one of you has suggested, as far as I 
can recall, or has made a specific suggestion to us of what kind of 
new or diU'erent policy should be articulated in the legislation which 
will extend the Export Administration Act.

Mr. FASICK. No, we haven't. J think we did not cite specific policy 
that should be articulated, but 1 think we did identify, first of all, 
the need to define, what it is we wai.t.

Mr. JlixcMiAM. AYell, that is another way of stating what the 
policy might be, though.

Mr. F.ASICK. Yes sir, and that needs to be done within a frame 
work of considering many other complex issues that involve our
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relationships with other countries, strategic, diplomatic and eco 
nomic.

I think we tried to make the point that this isn't an issue that is 
subject to a simple answer or a simple solution. It is extremely com 
plex.

In our own approach to the problem, we did look at the adminis 
tration of the present acts. We identified some difficulty and confu 
sion that people experienced trying to understand the act. We 
also identified many areas of administration where the executive 
branch could do things to make administration a hit better, but 
there is still a need for guidance from the Congress, or guidance or 
policy developed possibly jointly with the executive branch that 
would be workable. And I think it could he expressed legislatively.

Hut. at this time 1 think it would be difficult to identify that 
policy. You have to go through this deliberative process that, thank 
(rod, the committee is going through.

Mi'. BIXGHAM. "Well, I can visualize an attempt to set forth legis 
latively certain factors that ought to he taken into account in the 
process. Hut I would sec really no prospect of defining how you 
were going to weigh those relative factors in making your decision.

TKADK-OFFS

I think it was you, Professor Allison. who spoke of trade-oil's. But 
these are trade-oil's in entirely diU'erent. concepts. A diplomatic politi 
cal consideration is terribly difficult to weigh against a military 
consideration or an economic consideration.

And granted you all make the ease very effectively that the system 
isn't working very well now, I find myself without any clear idea of 
how the Congress could proceed in new legislation to help to correct 
those shortcomings.

Mr. ALLISON. Let me just, if T could, Mr. Chairman, say one word 
to that.

I think that we have all agreed with your initial statement about 
the complexity of the problem, but as you point out. generally that 
is less helpful, since you suspected that before the hearing opened.

ClIANCKS SlIOl'LI) BK I.M I'U'.M KN'I I.I) I5V ADMINISTRATION

I think that the issues that I identified as flaws and the sugges 
tions that I put forward both in the written testimony ami in the 
study about the kinds of things tiiat might be done are inoMly steps 
for the Executive nil her than Congress. As a matter of general phi 
losophy. I am not much in favor of legislating administrative proce 
dures, since if the individuals involved don't want to follow them, 
they can usually find some way around them in any case.

I would think that vigorous oversight and investigation ,in light 
of objectives Mated might have cor.siderahle utility, though 1 would, 
of course, defer to t lie committee's judgment.

Hut. as I say. I didn't take it that we were to push to the particu 
lar actions that the committee could take, but rather just to lay out 
t he background issues.
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ovKi:sir.irr OF «>\<;iiK.sy is IMPORTANT

Mr. FASH K. In our report. we probably liavc several dozen recom- 
iiieiidr'ion*. Manv of them arc parallel to. or at, least complement his 
'Miiali fix"  -not his "biir lix." hut his small fixes   -and the oversight or 
the interest of a committee of this nature would enhance the poten 
tial for t lie ad minis) rat ion to seriously consider them.

That, in our opinion, \vonld p> a lonir way to overcoming many of 
the problems.

I airrce with the professor, that specific legislation, letrislafive 
changes, niiiv not lie necessary, but the pressure of oversight or 
influencing the administration to do what it now can do within the 
framework of administration has jjreaf potential.

Mr. HiNuuA^r. Thank- you. Mr. ISiester.
Mr. HIIVIT.I:. Thank yon, Mr. Chairman.
I am certainly triad I came this afternoon, because I feel a certain 

new humility a* a result of these hearings. And I served on a sub 
committee of the Judiciary Committee, dealiii"1 with the effort of 
tryinjr to define obscenity some years hack, and while the evidence 
(here was to some decree more stimulating, the ultimate result was 
just as elusive.

Tl-MK I, AC IN" I'lfOCKSSIXd

I broke in, as I did. at the outset of your testimony, 
sir. was that it seemed to me that the time lajr of approaching all 
that iimli iplicit v of agencies and varied criteria would moan that 
what was advanced technology at the moment of initiation would 
become "state of the art" halfway through, and obsolete by the. time 
the license was srranled.

I have bee n looking' at the iable on pa^re A-ll of your statement, 
.Mr. Hard), and assuming that time lajr. would 1 be correct, that 
sometime fairly early in !! (>!) something happened that led to a con 
siderable jump in applications in the second quarter of 1971, which 
continued on raising the level of licenses <rrnnted in actual exports. 
four. five. six. or sevenfold, by late I'.l7."> I What was it that hap 
pened. and how did that change the rules of the frame?

Mr. II.\i:iiT. George. would you answer that?

STATEMENT OF GEORGE HOLLIDAY, CONGRESSIONAL RESEARCH 
SERVICE, LIBRARY OF CONGRESS

Mr. I IHI.I.IIIAV. Yes. I am (Jeorire llollidav, from Congressional 
Keseaivh Service.

Well, what happened. 1 think-, was that there simply were many 
more applications in that period, and as a consequence, many more 
applications were approved.

One of llie bi;j projects that accounted for a lot of those applica 
tions wa^ t'.e Kama Ifiver Truck Plant in I he Soviet I'nion. 

Ml 1 . Iilisri;!;. The what (
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Mr. IIOU.IDAY. The Kama River Truck Plant in (lie Soviet Union. 
There were many applications for licenses to export technology (o 
that project. And there were some oth>>r projects which also add (o 
the number of applications.

Mr. BIESTEH. To go from r»."j.OOO to 177.0».~1 in one project?
Mr. UOU.IDAV. I think that the Kama River project might 

account for a lot of that, but there were certainly other projects, as 
well.

Mr. BIESTKI:. All right.
Mr. ALMSOX. Excuse inc. sir. On your question, were these dollar 

amounts or numbers of licenses?
Mr. BIESTKIE. Dollar amount.
Mr. IlAitnr. This is dollar amount.
Mr. BIKSTKK. Thousands of dollars, or millions of dollars.
Mr. HAKDT. These are dollar amounts.
Mr. BIESTEH. All viirht. Thousands?
Mr. lL\i:i)T. Right.'
Mr. BIXCIIAM. If the gentleman will yield.
Mr. BIKKTEK. Yes.
Mr. BIXCIIAM. The point is still very interesting, if it is up from 

say i?- >3 million in the third <|iiarter of 1!>70. which appears to lx> kind 
of a low, to$970 million in the third quarter of ir»71.

Mr. BIESTEH. Right, and that can't be accounted for just by one 
project.

Mr. IToi.i.iDAY. We should keep in mind. too. that this was at a, 
period when the adininistnuion was actively promoting trade with 
the Kastern bloc.

Mr. BIKSTKR. That was during deten'.e.
Mr. HAHDT. That was the beirimiin^ of the ,"i-year plan as well.

AMERICAN' TECHNOLOGY COMVAREI) TO OTHEI! WESTKIIX TE( I1NOLOCY

Mr. BIESTEH. As a point of information, and I am searching for a 
 lenerali/Jition here which is useful in terms of tryinp to find where 
a policy judgment o»<rbt to full   T know that this is an impossible 
question ito answer, and even as 1 ask it I feel strangely about, it   
but is American technology, as a «ren.-ral ])roposition, ahead of other 
Western or industrial technology, to the extent that access to it on a 
regularised basis is significantly important to the Soviet Union?

Mr. IiAiayr. Well, may I?
Mr. FASICK. I will say yes, nnd yo ' elaborate.
Mr. HAKDT. Well, 1 think the question of defining technology is 

the essence. What the Soviets need is large-scale technology.
Xow. we are talking again about the North Star and natural gas 

project. That project is very large scale in terms of technology, man 
agement. and so forth. To be sure, I'.S. technology and liquefaction 
is advanced, but it isn't just that. It is (he ability of Tenneco and 
other big multinational V.S. companies to put it together. And it is 
Northern Slope technology, nnd the ability to manage it. to put 
together an international consortium of credit, too. to put together 
the whole thing.

Now. the Soviet economy is particularly in need of U.S. technol 
ogy of this sort, because they are a very large economy and they
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have very large problems, very largo project problems. It is very 
diflicult. even if the Swedes are advanced of the United States in 
certain things, for the Swedes to put together that package.

And that is the reason why your "yes,"' 1 think, is correct.
Mr. BIESTKI:. We may have a dissent over here.

lir.I.KASK OF liKSOriXF.S

Mr. ALUSOX. Yep. T wouldn't dissent from the general thrust of 
the remark, but I think the particular example is quite difficult. 
That is, if you took this particular conglomeration of technology, 
capital and know-how that is represented in this North Star deal, 
and ask whether the intent of the congressional legislation is to 
stop American companies from selling that, and whether if that 
indeed is the intent, it ought to he the intent, 1 think is a good way 
to sort of focus the issue.

Ml 1 . Bir.ST! (i. Yes.

Mr. AU.ISON. I would think that the ani-wor is no. th:>.t it 
not be the intent. Indeed as I read it. it is not ti 1 " intent, 
takes the question of oil refineries.

Mr. BiKSTKi;. Depends on what you are after.
Mr. ALLISOX. Right.
Mr. lliESTKit. And that changes from era to era.
Mr. ALLISOX. Yes. sir.
Mr. BIKSTK.K. It now has a lifespan of -2 or  "> years. We 

ceeded in compressing eras to that short span.
Mr. AI.LISON'. Yes. the point is that it is very diflicult to deter 

mine, in terms of the general well-being of the Soviet economy, 
whether under the current circumstances selling wheat, as against 
selling them technology that goes with an oil refinery, has greater 
consequences for the Soviet economy.

The intent of the legislation, as T understand it. and as I think 
Mr. ITardt's paper puts it clearly, is to restrict controls to high tech 
nology that would contribute significantly to military capabilities. 
Oil obviously can contribute. You use oil in a tank as yon do in a 
truck. But soldiers eat bread, so yon even have a bit of a problem 
there. Isolating the items that are high technology and that have 
some potential hi^uificance for military capabilities that are, of 
national security concern. I think, is quite hard.

The example that you gave is one that in the current process gets 
stopped, and inavbe it ought to be. Hut if it is to be stopped. I am 
unclear why we should not stop wheat as well.

Mr. BncsTKi:. I'nder that premise?
Mr. ALLISOX. I'nder that premise, because then if it is not going 

to be stopped, then the policy needs to be redefined to talk about 
minicomputers which are rugged, which I can see a military interest, 
in. or particularly know-how for a faclory that would pi'oduce .-hips 
that would be useful for minicomputers, that would be useful for 
MIKV warheads. But it is harder to see the rationale for stopping 
the oii (leal, and it is particularly unclear why we should let foreign 
suppliers pin together that deal if we don't, unless we have some 
particularly subtle interest in expanding foreign export activity, 
which i don't think is part of our objective. \
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Mr. FASICK. I would just like to help John. lie wasn't saying 
that \ve should not export technology. The Soviets want it and we 
have a vast amount of technological know-how that the Russians 
desire. It is an attractive market for them, highly attractive.

Mr. AIJJSON. No. I don't mean to suggest lie was saying not to 
sell. I was just taking it as an example.

Mr. II.u;i>T. Ijci me add. if T may. another note. The assumption 
that the development of the West Siberian energy complex is going 
to lie primarily or solely resource releasing I think has to be exam 
ined. In many cases it is resource demanding and competitive with 
defense activities.

Because, to develop the infrastructure to develop their own petro 
leum refineries, to develop their peroleuni technology, they have a 
greater demand on their sophisticated technology. So you have a 
balance question.

Mr. BIKSTKI:. Eight.
Mr. II.Mtivr. .lust as when the trucks are built, the infrastructure in 

the roads, and there, is greater pressure on the resources, as when 
they import feed grain there is more pressure to keep the livestock 
and to build the farm-to-market roads, and so forth.

So that in terms of our economic, relations, we have a kind of a 
balance between resource releasing and resource, demanding, if you 
will. I don't know if that is the. terminology you used.

Mr. BiKSTici; [ presiding |. The record should note that Mr. Blester 
is in the Chair, for the fust time in 10 years. It may never happen 
again.

Mr. WITAI.I.X. Thank' yon. Mr. Chairman. T think we have all- 
agreed on one thing today, that this subject is extremely complex. Let 
me take a rjsk and try to simplify it at least for my own edification.

TWO mioiMTir.s ix v.xrour CONTKOI, i KIIISLATIOX

Mr. Fusick, when vou went to the Harvard Business School, vou 
probably recall that the tir-l question 'In 1 prol'es.-or asked the class was 
what is the problem in this case. As I perceive the problem, it 
simplv is that the Congress, in passing export control legislation, 
defined two objectives, and has given relative equality of priority to 
these two objectives.

The- first is our own security interests or not promoting the secu 
rity capabilities of Eastern Kurope. the second to promote trade. 
Am 1 correct in that analysis?

Professor Ailison. I don't know whether you use the same 
approach at the John V. Kennedy School as they do at the Harvard 
Business School.

Mr. Ai,L!so.v. We would deny it, but we probably do. yes.
Mr. WIIAI.KV. But 1 as you indicated, wo are apparently not meet 

ing either objective. I further gather that what you are trying to 
tell us in a nice way is. Congress should assign a priority to these 
two objectives by letting the administrators know which is more 
important, is this correct:
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Of course. Congress is pretty goe ' at avoiding this kind of a 
stand. 1 think we have done »M outstanding job in this respect in 
connection with the Trade Act of 1974. 1 made is speech on that on 
the House Moor in which I said my concern Was that Congress gave 
no direction in that ijill.

In efleet Congress said. "Mr. President, you and the trade negotia 
tor, if you want to engage in protectionism, we give you the author 
ity to do it. If yon want to try to achieve more liberalized trade, we 
give you the authority to do this."

So, as I understand it. 1 think the view of the panel is (hat we 
can help the executive branch help avoid delays, help avoid or over 
come some of the other problems, simply by assigning higher prior 
ity to one or the other issue.

riiKIHT FlXAXCiN<;

My only other question. Mr. Chairman, is (his: Are we saving. 
too. that this problem is compounded by the fact that much of our 
technology transfer is being financed by credit ? Are we saying that 
by financing this through credit we are permitting, in efleer, release 
of resources or '"gains of trade.'" whereas if there were an equal 
exchange of goods this would not occur (

I don't know. Tf vou have any comments on any of those points I 
have raised I would appreciate ir.

Mr. HARDT. Yes. on that last question, sir T think (here is an 
additional problem. In the Export Adrmmistration Act amendments 
it seemed to me the Congress made its \ lew very clear that credit in 
that formulation, and particularly the very long-term credit, and on 
what were considered to lie (lie low market considerations, was not. 
in the congressional view, an appropriate national posture, and (hat an 
acceptance of the Peterson report was not concurred in b\ Congress.

Now. technology transfer and sales, which is why the Export-Im 
port Hank closed, in fact the current status as far as the limited 
trade the Vnited Stales has. is a ditl'erent question.

They are interrelated, but for cash or for current balance is one 
thing. Kor credit and for very long-term credit is another.

Mr. AVnALKX. Of course \ve did impose other restrictions, the 
Jackson-Vanik trade amendment, and so forth.

Mr. IlAimT. Yes. the .T;;ckson-Vanik amendment stopped changes 
in trade. Hut beyond that is the Stevenson amendment, and the 
Rxport-Tmport Hank amendments itself, which are much more spe 
cific in reference *o credit. 1 think that question is addressed in that 
legislation.

Mr. WiiALKX. T don't know if there are any other comments to 
my observations or not. Mr. Chairman.

Mr. ALLtsnx. Just one comment. T think, on your lirst observa 
tion. I think that after our sometimes confusing presentations yon 
put the matter so directly anil simply that it seems we must be 
saying something more complicated than that, but 1 think 1 would 
subscribe to your statement.

Mr. Wjf \i %x. T have no further quest ions. Mr. Chairman.
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U.S. CONTINlI.S <;IVF. ADVANTAGE TO COM TKTITOKS

Mr. liixiiiiAM [ presiding]. Let me ask just this one. tiling. In your 
appendix to your statement. Mr. Ilardt, you say:

Tlio F.S. exporter to Communist, countries is still confronted with greater 
barriers tlmn his counterparts in other Western countries. U.S. businessmen 
complain Hint tighter I'.S. controls and time-consuming procedures for licens 
ing exports of technology j;ive other Western companies a considerable advan 
tage.

Do you all agree with that statement?
Mr. FAMCK. What page is that ?
Mr. liixoiiAM. A-'.), the middle of the page.
Mr. ALLISOX. T would agree with it from what T know of the prob 

lem. I iliink that it would probably be useful for the subcommittee, if 
I can suggest it, .Mr. Chairman. to take, testimony from some of the 
company heads who are involved.

T know of at least one who for a while had lost interest in the 
issue, but now has become somewhat more interested. He dv.^ls with it 
by doing more than a half-billion dollars' worth of business through 
a foreign subsidiary, because, that is easy, and if American proce 
dures are so cumbersome, too bad for the sales from his American 
plants. T regard this as sad. from the point of view of American 
interests.

VF.KII KOK roroM

Mr. BixdiiAM. What would happen if we did away with ('O('C)M 
altogether?

Mr. FASICK. I think you need it for multilateral purposes. Unilat- 
enilly. you would have no ability to control other countries strategic 
exports, particularly those exports which are United States licensed 
and produced or manufactured by United States affiliates or other 
organizations in the industrialized world. I would not suggest get- 
tin"; rid of COCOMat all at this point in time.

Mr. BINCHAM. Would you disagree with that 1?
Mr. ALUSON. I think I would agree with that. Tn the course of 

doing the study which I submitted to you for the record. I talked to 
a number of people involved in the administration of the current 
export control system, and one of the subjects that they discussed in 
the study is taking Ix'ts about when COCOM will collapse, of its own 
weight. I think the standard betting says in -1 or 5 years.

Another way to put the issue is whether in the interim the. benefits 
of COrOM's delay in Soviet acquisition of some technologies that 
ni'iy contribute significantly to their military capabilities outweighs 
the costs to the United States in sales foregone to France, Japan, and 
other countries   who interpret COCOM regulations much more 
liberally than we do.

COCOM UNANIMITY lU'I.F.

Mr. BIXCJHAM. Would there be some virtue in changing the rule, of 
unanimity at ('OfX)M >.

Mr. SIIAXTZ. Well. T think as a practical matter that already has 
happened. The United States has taken pro forma positions which 
are in effect a waiver of the unanimity rule.
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Mr. IJIXGIIAM. Would you explain that please a little more. What 
do you mean by a pro forma position ''.

Mr. SIIAXTZ. It has taken a position of reaching an understanding 
vith TOCOM countries that the I'nited Stales objection would be 
merely for the record as opposed to censure intended to stop the 
transaction.

Mr. JiixoiiAM. So the transaction -roes forward although the 
United States objects?

Mr. SIIAXTZ. That is correct. However, the exporting country may 
propose, additional safeguards permitting (lie I'nited Mates to with 
draw it?, objection!?, or there may be an informal understanding that 
the exporting countries not present the case for an exception.

Mr. liixoiiAji. Very interesting.
Mr. ALLISOX. Just a footnote on that point. In a number of 

instances when (XH'OM has stopped the sale of an item. France has 
threatened to withdraw from COCOM, and (.'OCOM's decision was 
reversed.

Mr. BIXGHAM. Well, thank you very much, gentlemen. You have 
given us a great deal of food for thought and I think that difficult 
;is it is, we are, dealing here with a very important set of questions. I 
hope that we. will, with your advice and that of others. IK- able to make 
a contribution. I will say that we do intend to have industry witnesses.

Thank you, the subcommittee will adjourn.
[Whereupon at 4:82 p.m. the subcommittee adjourned, to recon 

vene on Monday, March 15.1076.]





EXPORT LICENSING OF ADVANCED TECHNOLOGY:
A REVIEW

MONDAY, MARCH 15, 1976

HOUSE OF REPRESENTATIVES. 
COMMITTEE ox INTERNATIONAL RELATIONS,

SriWOMMITTKK ON INTERNATIONAL, TRADE AND CoMMEKCK,

Washington, D.C.
'I'lii1 subcommittee met at 2:10 p.m. in room 2255. Rayburn House 

Office Building. Hon. Jonathan B. Bingham (chairman of the sub 
committee) presiding.

Mr. BiNCiiiAM. The Subcommittee on International Trade and 
Commerce will be in order.

We exjx'ct otlicr membi-rs shortly but, in the interest of saving 
time I think we had better proceed.

The subcommittee today is continuing its hearings on export 
licensing of advanced technology. Our witnesses today represent the 
three i.iajor executive branch departments directly involved in the 
export control process.

We have asked them to review this process with particular empha 
sis on problems based on more than 5 years experience with export 
controls under the Export. Administration. Act of 1!)69.

I would like to start today with the representative of the State 
Department. We had expected Mr. Maynurd Glitman here as 
Deputy Assistant Secretary for International Trade Policy, but he 
has been called out of town on urgent business.

lie will be represented by Mr. Robert B. Wright, Director of the 
Oflice of Kast-West Trade of the State Department. I understand, 
Mr. Wright. that you arc, in fact, in active charge of the program 
that we are inquiring into today. Is that correct >.

STATEMENT OF ROBERT B. WEIGHT, DIRECTOR, OFFICE OF 
EAST-WEST TRADE, DEPARTMENT OF STATE

Mr. Wri^ht v. as educated nt Allegheny College and tin1 Kletchpr School of Law 
and I >i]i]oiiiiii-y. After (loins economic intelligence work for the Army Air Force 
d'lrini.' World War II. lie joined flip Depart input r.f Statp in 1!(4." nnd has worked 
since I lion in tlic field of trade and commercial policy. HP has bppn Pirn-tor of the 
(MIi<-e of Ka*t-\Ve>-t Trade in the Itnrean of Kcononiic und Business Affairs (101?) 
of the Department of State since lfX>-">. In that |>osition he is res|Hinsilde. under 
the Assistant SecrPtary for Kcononiic and Business Affairs, for the administra 
tion of the Mutual Defense Assistance Control Act. for coordinating T'.S. partici 
pation in CnrOM, and, for East-West trade policy matters in thP KB Bnrenn.

Mr. WnioiiT. Yes, sir; that is correct, particularly with respect to 
the U.S. participation in COCOM.

(40)
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Mr. BIXGIIAM. That is what we are very much interested in.
Will you proceed, sir, with your statement? You may read it or 

summarize it, as you prefer.
Mr. WKIOHT. The statement lias been directed toward the specific 

topics and (mostions that were posed in your letter of February 10 
to Secretary Kissingcr, and we felt that it would be most useful to 
the committee if we directed comments specifically to each of those 
topics and questions. 1

IJCGAI, BASIS FOR COCOM

The first of those which you asked us to bo responsive to was the 
question of the legal basis for COCOM or the Coordinating Commit 
tee, and the U.S. obligations in that committee.

In accordance with the request of the subcommittee, we have pro 
vided you with documentation on the establishment of COCOM, its 
procedures and the character of COCOM's decisions. Although they 
were enacted after the creation of COCOM in 1949 and 1950, the 
Mutual Defense Assistance Control Act of 1951, otherwise known as 
the Battle Act, as well as the Export Control Act of 1949, as 
amended in 1962, succeeded bv the Export Administration Act of 
1969. both provide a legal basis for continued U.S. participation in 
COCOM.

As the committee will understand from the material we have pro 
vided, COCOM and its senior body, the Consultative Group, is an 
informal organization whose proceedings are confidential. It was not 
created by a formal treaty or executive agreement, and the members 
have no legal obligation to participate in COCOM or to abide by its 
recommendations.

Through the years it has adopted and then modified various basic 
regulations and procedures. These have not been codified in a com 
prehensive set of rules and bylaws but are to be found in records of 
discussions and decisions taken over the years.

We have documented for the subcommittee the most important of 
these: the list of items controlled by all members of COCOM, the 
procedures under which exceptions may be made to these lists, and 
the arrangements to insure enforcement of the controls.

.By way of summary. I would emphasize that COCOM is a volun 
tary organization which, as its name indicates, coordinates the poli 
cies of independent governments. Actions in COCOM are, in effect, 
recommendations lo member governments, and actions by COCOM 
become effective only as they are carried out by member govern 
ments through the individual export control programs under their 
own national laws and regulations.

A basic rule of COCOM from the outset lias been that there must 
be unanimous agreement on all COCOM final recommendations. A 
COCOM decision therefore means, in effect, that each member coun 
try has decided, under its own laws and policies, to embargo an 
identical list of items, but this is, in the case of each country, a urii-

1 The letter refcrm! to appears on p. M5.
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lateral decision; there is no legal obligation to embargo the items, 
and no surrender of individual sovereignty.

In the case of actions on exceptions cases, while the rule of una 
nimity applies, there is not. in reality, a veto power. In the case of 
exceptions, the action of COCOM constitutes a recommendation to 
the exporting government. Although governments normally follow 
snc.h recommendations, they do not invariably do so, if they feel 
their national interests are deeply enough involved.

The cement that holds COCOM together is the recognition that 
unless COCOM members follow the coordinated decisions in COCOM, 
there will no longer be n common policy, and there will no longer be 
jMiy purpose in COCOM.

1 should like to emphasize at this point that (X)COM is an un 
usual example of international cooperation. It was established at the 
beginning of 1950 and lias now existed for more than 26 years. This 
is no small achievement. A small group of sovereign nations agreed 
at that time to follow a common policy on trade in support of the 
mutual security of the free world. Despite the changes that have 
taken place over the years, as we have moved away from direct con 
frontation and cold war, the member countries have, by and large, 
maintained this common policy. They have, at times, had differing 
views of the dangers of communism. They have also been under dif 
fering political and commercial pressures to change their policies 
toward the. Communist countries.

In view of this, it is not surprising that there have been instances 
where member countries appear to have acted contrary to what we 
ivgarded as COCOM policy. What is surprising is that there, have 
been so few of these instances and that today, after 26 years of coop 
eration. COCOM continues as a viable and functioning instrument, 
for the support of the security of the free world in the trade area.

DECISION-MAKING IN' COCOM

The second topic that you asked us particularly to address was the 
process of making decisions with respect to CO(X)M.

As the subcommittee is perhaps aware, COCOM holds a formal list 
review every 2 to 3 years. Prior to the opening of such a list review 
each member country may submit its proposals for the addition or 
deletion of items or for a modification.

Member countries are not precluded from proposing changes in 
the definition of particular items between list reviews, but the gen 
eral practice is to concentrate such changes in the periodic major list 
review negotiations.

Prior to the deadline for submitting U.S. proposals to COCOM 
the working level group of the interdepartmental committee (the 
Economic Defense Advisory Committee chaired by State) that deals 
with backstopping COCOM asks all government agencies having tin- 
necessary expertise and interest to provide proposals for changes in 
the international lists.

The views of private industry as they may apply to list changes 
are obtained by the Department of Commerce through its Technical 
Advisory Committees. These proposals, whether from Government
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or non-Government sources, arc then examined by special groups of 
technical experts drawn from the interested government agencies 
including, in some cases consultants to the Government, for a techni 
cal evaluation.

These evaluations are then reviewed by the Economic Defense 
Advisory Committee through its subsidiary working group to deter 
mine if they qualify for submission under the COCOM criteria.

These criteria that are used by OOCOM to determine the qualifica 
tion of items for inclusion on the embargo list are those that were 
adopted by the committee in 1958. We have made those available to 
the subcommittee in conjunction with some of the other basic classi 
fied documents that pertain to the committee.

In summary, the three criteria that are applicable are: first, 
whether the items constitute weapons and equipment for their pro 
duction: second, whether they are items incorporating unique tech 
nological know-how of military significance: or, third, whether they 
represent materials in deficient supply in relation to military poten 
tial in the Communist, countries.

If all the executive agencies agree that the proposed change in the 
international list meets the COCOM criteria and is in the U.S. inter 
est the proposal will then be presented to the committee.

We believe this process of working up proposals for list changes 
assure? that adequate consideration is given to commercial, techno 
logical, and strategic considerations through participation of the 
advisory agencies.

Tims, the Department of Commerce in particular reflects U.S. 
commercial interests within the context of its strategic control 
responsibilities under the Export Administration Act. It also pro 
vides the main body of technical expertise on COCOM list ing 
questions.

The Department of Defense, in addition to providing technical 
and strategic expertise from its various services and research insti 
tutes, also provides the authoritative estimate of military impact.

Other advisory agencies provide expert evaluation on particular 
item-:. And. of course, the Department of State, for its part, is 
responsible in the overall for insuring the negotiability of any pro 
posal and its consistency with both COCOM commitments and prece 
dents and with our general foreign policy objectives.

The practice lias been to act only on the basis of a consensus 
among the airencies concerned in an eli'ort to insure that every inter 
est will be properly reflected. In the case of a conflict of views a 
proposal will IIP referred to consecutively higher levels for resolu 
tion, ii]) to the level of (lie President.

A similar procedure for interdepartmental consultation is fol 
lowed in responding to proposals made by other countries at the 
beginning of a COCOM list review. The proposal is first evaluated by 
the technicians and is then considered at the working level of the 
Economic Defense Advisory Committee.

A position with respect to the proposals by other countries is then 
drawn up as guidance for the U.S. delegation in the multilateral 
negotiations. This may indeed be a rather complex problem techni 
cally when several countries make differing proposals on a single 
item.
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Then, during the list review itself, which takes place in Paris, the 
U.S. resident delegate heads the U.S. delegation, but lie is assisted 
in the discussions by expert technicians sent from Washington for 
particular categories.

They are able to supply supporting arguments for U.S. proposals 
and engage in a meaningful exchange with experts from other coun 
tries both on U.S. proposals and on the proposals of other member 
countries.

On the basis of these exchanges, the U.S. experts can then assist 
the U.S. COCOM delegate in making recoinmandations for Washing 
ton consideration of possible modifications in U.S. proposals or in 
the proposals of other countries.

DATA ON COCOM : LISTS

You also asked for information on the character of the COCOM 
lists and procedures. The new list, which resulted from the latest 
review in COCOM, lias 149 items: 105 items on the so-called list I 
embargo, which covers strategic equipment and materials, 21 items 
on the international munitions list and 28 items on the international 
atomic energy list.

This represents a reduction of two items from the list currently in 
force and made available to the committee. The reduction resulted 
from the deletion or consolidation of four items and the addition of 
two new items.

The previous list, which was in effect from 1960 to 1972, has a 
total of 156 items, of which 112 were on list I.

A simple comparison of the number of items under control at dif 
ferent times can be somewhat deceptive since there are qualitative 
differences between items, and in many instances, a single item will 
cover a large category of equipment.

VOLUME OF EXCEPTION'S

With respect to the volume of exceptions, in 1974, a total of 1,380 
exceptions requests were submitted to COCOM. Of this total, the 
United States submitted 5(;7 requests. In 1075, out of a total of 1,798 
cases submitted by till delegations in COCOM, the United States alone 
submitted 79S cases.

Most of the other active industrial trading members also submit 
ted cases to the committee.

The subcommittee has expressed interest in your letter of the, 10th 
as to what the reasons may be why the United States submits a rela 
tively larger number of cases than many other member states.

The basic reason for the U.S. position certainly is the increasing 
commercial interest among American companies in developing the 
Communist country market, and probably primarily, the importance 
of the U.S. position as a supplier of the high-technology items and 
ellicient production equipment now under COCOM control n; ivssiirily 
results in a need for COCOM review of many proposed U.S. transac 
tions.
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For example, in 1974 there were some 343 exception requests in 
COCOM that involved computers or computer equipment and, of 
course, the predominant U.S. position in the world computer market 
is well known and can lead to the obvious conclusion that many of 
these cases will be U.S. cases.

We believe that the time taken for a U.S. case in COCOM is not a 
major part of the total processing time for a U.S. case. We have 
made some effort to determine what the average length of time is in 
this respect.

Although our information is not as recent, as it might I.e. for the 
period of the last half of 1974, the average time that was involved 
in consideration of an urgency exception case in COCOM was a little 
over 8 days, de ininimis classc-s of cases took a little over 19 days, 
while regular exceptions took a little over 21 days.

We have not made a comparable study of the time taken by the 
U.S. Government for processing U.S. cases to relate it directly to 
the COCOM issue but we- do know that there is a category of COCOM 
cases submitted by other member governments but including parts or 
components from the U.S. which require U.S. export licensing action 
which tend to take a rather long time to process because of the prac 
tice of deferring a U.S. position on the COCOM case in COCOM 
until the United States hr.r, approved the parts or components that 
are involved coming from the United States.

RATIONALE FOR COCOM

One of the key questions that you asked us to comment on was 
what would happen if there were not a COCOM organization, and 
whether we might be as well off without it.

We are inclined to believe that if that were the cnse it would be 
necessary for us to undertake to create such an organization. We 
base this conclusion on the relevant U.S. legal requirements in the 
Battle Act. section 301, which directs the President to invite other 
countries to cooperate in controlling exports to the U.S.S.R. and 
countries under its domination, and in the Export Administration 
Act, which requires the formulation of a trade control policy in 
cooperation with other nations.

The most efficient mechanism for this purpose has proven to be a 
multilateral arrangement such as COCOM.

If we were to attempt to accomplish the same purpose, with a 
series of bilateral arrangements we feel the result would be a lower 
level of control, an absence of uniformity, and a complicated process 
of negotiation.

In fact, it was substantially for these reasons the decision was 
made in 1040 and 1050 to shift the approach to a multilateral orga 
nization, namely, COCOM.

We feel that, there are not. as suggested in the chairman's letter, 
two separate diplomatic processes in COCOM; that is. one to create 
and maintain a list and the other, to handle exceptions cases. In 
fact, both activities are actually carried out in COCOM and are 
close!v interrelated.
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The country that proposes ft change in n COCOM item is also 
likely to propose exception cases that illustrate the need for such a 
change. A regular COCOM meeting could perfectly well take up an 
exception request from a COCOM country and also consider propos 
als for changes in the listed items, but the tendency has been to find 
that it is more efficient in terms of the time of the committee and the 
use of experts that, are brought to Paris for that purpose, to hava 
questions of changes in the COCOM lists handled at one time in a 
major negotiation.

You also suggest that we should consider the possibility of a short 
embargo list for COCOM with no provision for exceptions and that 
this might assist in some of the problems of delay and confusion 
that arc involved in administering a selective control.

This is a possibility that has been considered and we certainly 
can and will consider it further. There are formidable problems 
involved in such an approach, however, because if such a list con 
tains what might he called dual use items, that is, items that have 
civilian as well as military uses, there can be difficulties in con 
nection with the desire of individual countries to allow the possibility 
of approving cases that are genuinely for nonmilitary uses.

As long as there is a valid civilian use of commercial significance 
for other COCOM countries as well as (be U.S. itself they and we 
will insist on not ruling out. the possibility of exceptions. While at 
least some of the other COCOM countries would probably have no 
great difficulty with what would be a strictly military-use list, it is 
doubtful that all U.S. agencies could agree to such a list.

It might also be viewed as being inconsistent with the require 
ments in the Battle Act, which clearly go beyond solely military 
items, and the Export Administration Act, which speaks in terms of 
controlling items that might damage the national security.

This still would not rule out a list more closely tied to sensitive 
technology and related eqi ipment of military significance. Such a 
list would presumably reduce the number of hardware items having 
broad industrial applicability and hence, would reduce the number 
of individual exception cases that load up the, COCOM agenda.

Of course, every time there is public criticism of a machine tool or 
computer going to the Soviet Union, it raises a question about the 
practical prospects for a more selective control.

Although more limited in scope than at its inception, the Battle 
Act provision for cutting off aid to countries sending listed strategic 
goods to Communist countries st ill lias some applicability.

However, the countries now receiving aid are not the industrial 
ized countries with the capability of producing the higher technol 
ogy items on the Battle Act or COCOM lists. The sanction is cer 
tain! v not a significant element in assuring continuation of the 
COCOM System.

rnuTKCTIOX OF V.S. COM'MKIiClAI, I XTKKKSTS

The question you raise of other member countries using <he 
COCOM! veto power to prevent the United States from exploiting 
its trade advantages in high technology reflects a concern that is by 
no means limited to the United States.
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I think all COCOM countries have been sensitive to the possibility 
of the use of COCOM for commercial advantage. Looked at from 
the perspective of the other COCOM countries they see the United 
States in the position of being able to reap commercial advantage 
precisely because of its advanced technological capability.

In practice, we do not consider that other countries have been able 
to use COCOM to strengthen their own commercial positions at the 
expense of the United States, although the U.S. technological posi 
tion means that it is probably more affected by COCOM controls 
over advanced technology and sophisticated equipment than aro the 
other countries. Nor, has there been any clear tendency on the part 
of the other countries to extend the embargo into higher technology 
areas where U.S. products would be, mainly affected.

On the contrary, it has generally been the United States which 
has proposed an extension of the embargo in the higher technology 
areas, and the United States lias led other countries in proposing 
new areas for control in COCOM.

With respect to the record on exception requests, though the 
United States lias objected to a number of requests from other coun 
tries 12 in 1974 alone other countries have objected to no U.S. 
requests in recent years.

PROBLEMS

Finally, Mr. Chairrnqy,!, you asked for our thoughts on problems 
that we face, and our views on what constructive initiatives might 
be considered.

I think that we do have, to anticipate some continued operating 
difficulties in COCOM arising from the numerous U.S. exceptions 
cases as well as, of course, the cases of other countries, and the prob 
lems oi' delay in giving prompt views on exceptions cases.

I believe, however, that the steps that have been taken by Com 
merce and Defense to reduce processing delays on U.S. cases will also 
be generally helpful in improving the handling of COCOM cases.

It is also timely in the wake of the last list review to consider pos 
sible, proposals for changing the rules in COCOM to iniike it more 
responsive to the needs of both the other countries and the United 
States.

It would be premature for me, to make specific proposals, but I 
can certainly indicate that we want to look particularly at two 
areas; first, the exception procedures to sec whether there is any way 
of reducing the number of cases requiring COCOM review: and H'C- 
ond, the underlying rationale for the COCOM list, to see whether 
there is a better set of premises that would allow a more streanil'ned 
list.

Mr. l.iNGHAM. Thank you, Mr. Wright.

ciiKATixci IN" COCOM I

The one area which perhaps wasn't sufficiently emphasized in my 
lettter and which the subcommittee is very much interested in is (be 
area of whether or not the United States is cooperating with the 
COCOM procedure in good faith and making a real eli'ort to do so
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and other members of POCOM arc not giving it the same cooperation, 
are., in effect, client ing on the procedure to our disadvantage.

First of all, have you made a review and study of the decree to 
which transactions that ought to have been brought before COCOM 
for review have, simply not been, and that other countries have, in 
effect, engaged in end runs? around the COCOM procedure?

Mr. WHIOIIT. Yes. Mr. Chairman, that is a matter we keep under 
very careful scrutiny. One of the problems with the COCOM approach 
is that the COCOM list becomes effective in the individual countries 
through their own national controls so that there is inevitably the 
element of interpretation that is involved.

It is possible that some COCOM countries may interpret a COCOM. 
item as not covering a particular shipment, whereas the United 
States, or perhaps some third COCOM country might regard it us 
being covered.

When cases of this kind come to our attention the procedure that 
wt! follow is to raise that question in COCOM for a resolution of the 
interpretation of the item, and if one country says, "We don't think 
that this definition covers the kind of transaction we have in mind", 
and another country says. "We think it does", then the matter 
should be. decided either one way or the other, or the item modified 
accordingly. This is the way we intend to deal with problems of this 
kind.

Mr BINGHAM. What if the matter is not brought to your atten 
tion ? What if the transaction simply takes place without your know 
ing about it ?

Mr. WEIGHT. It is to be assumed that the company that is affected 
by such a decision would make it known to us.

Mr. BiNGHAjr. Meaning, the American company which has suf 
fered by reason of competition from some company abroad?

Mr. WiiKiiiT. Yes. I think this is frequently the case and it is this 
kind of contention that will raise a question. Sometimes it is 
brought up the other way around in vhich a company in another 
COCOM country will raise a question as to the licensing action taken 
with respect to one of their rasos.

Sometimes, I would add, the perception of the individual com 
pany as to what is an inconsistent action by another government 
may not be entirely accurate- because the circumstances of the partic 
ular case or cases may seem identical to the company or individual 
concerned, but, in fact, there may be differences in the circumstances 
of a particular case that would explain why what is apparently the 
identical item is denied by one country and approved by another.

ADMINISTRATRIX AND ENFORCEMENT OF COCOM

Mr. BrxciiiAM. What kind of, resources do you have as the person 
in charge of ibis to. in cilVet. see to it that the decisions of COCOM 
arc observed?

Mr. WIMCIIT. Tn tin- case of the administration and enforcement of 
(hi1 COCOM arrangements, it is the Department of Commerce in the 
case of the Fnited States, of course, that carries out the embargo 
policy that has been recommended by COCOM.
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Mr. BINGHAM. I realize that.
Mr. WIUGIIT. We work very closely with the Department of Com 

merce in identifying questions of enforcement either with respect to 
U.S. controls or with respect to the controls of other COCOM countries 
which we feel should be taken up with them.

We have, in the COCOM. what is. in effect, an enforcement commit 
tee that meets periodically to deal specifically with questions of 
common enforcement of the COCOM controls and to discuss differ 
ences or improvements in t he administration of controls.

In answer to your question. a=> lar as we are concerned, the particu 
lar facility we have to provide is the use of the COCOM as a means of 
attempting to coordinate the enforcement and administration of the 
individual country controls.

Mr. liixuiiAM. What about the fact that Sweden and Switzerland, 
both of which are hi^li technology exporteis, are not COCOM mem 
bers? What impact docs this have on the whole process?

Mr. WHISHT. This is, naturally, a reality that has to be recog 
nized. It has been a characteristic of the COCOM system since the 
beginning. The fnct that the neutral countries could not participate 
in such a program is recoirni/ed and this had to be one of the guid 
ing elements.

I think, in instances where one or another of these countries is 
capable of producing a given high technology item and can provide 
it in trade with Communist countries, then this indicates there is 
very little, effectiveness to be gained from having a COCOM embargo 
on that item by the COCOM countries, so that the availability of 
equipment from the non-COCOM members is an important considera 
tion in deciding what we should put on the COCOM, list.

UXITKl) STATKS HAS TOUGHER 1'OLK'Y OX STRATEGIC COXTIIOIj

Mr. BIXGIIAM. T get the, impression from your statement that we 
are really taking the lead in trying to preserve a kind of reasonably 
tough policy, and that our COCOM partners are less rigorous in their 
approach.

You might say. taking more advantage of the concept of detente 
than we are in pressing for an increase in trade. Is that a fair state 
ment ?

Mr. AVitiGiiT. T think T would have to qualify that significantly. I 
feel from the beginning there isn't any question but that the United 
States was in a preeminent position with respect to a multilateral 
strategic control.

In the early days the other participating European countries were 
aid recipients, so that the sanction in the Battle act was applicable. 
The circumstances of the cold war were also such as to make it 
easily accepted that we, should have a control system of this kind.

Moreover, the. predominance of the United States as a supplier of 
high technology and as the preeminent producer in the Western 
World in the postwar years made it easier for the United States to 
impose what, in effect, was a very sweeping embargo policy.
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So that, from the beginning, the United States has played a lead 
ing role in attempting to do what you surest, having a tight, impres 
sive and effective strategic control system and bringing the other 
countries along with us on that.

Hut there have been continuing differences, as suggested in my 
statement, in the percepiion of these risks internationally so that a 
number of other countries in COCOM have not been as enthusiastic 
about continuing a tight system of control.

Over the years the scope and extent of the COCOM control has 
reduced. We feel that by-and-large this reduction has been one that 
is justified in terms of a realistic evaluation of the essential items 
that should be kept under control, while taking account of the com 
mercial interests that other countries have and that, to some, extent, 
we have been sharing more equally in recent years.

K.FTKCT OP DETENTE POLICY ON* U.S. ROLE IN COCOM

Mr. BixoTiAJt. How hits the adoption of the detente, policy, that 
for present purposes we would assume is still policy, though the 
word lias <rone out of fashion in some quarters how has that, 
affected your approach to your job?

ilr. AViiioirr. I think it will he apparent from what T said about 
the course of exceptions in COCOM and the agreement of the United 
States to the submission of exceptions, that the United States is 
taking a more active role in COCOM in terms of proposing business 
transactions that we feel would be justified.

T think the beginning of a more liberal trade policy toward the 
Soviet Union and other Communist countries has meant we have been 
more active in COCOM in proposing U.S. commercial transactions 
that we feel arc justified.

Of course, we feel we have done that within the continuing frame 
work of COCOM. so the adoption of a liberalized trade policy and a 
more open economic relationship with Communist countries has still 
been premised on the maintenance of a strategic embargo in 
COCOM.

Mr. liixoiiAJi. Tf the United States were to decide that a policy 
of detente were a mistake and go buck to a more rigorous "cold 
war" attitude, do you feel, from your experience, that our partners 
in COCOM would cooperate in such a move?

Mr. "Wnir.iiT. T think 1 would have to say it depends very much on 
the conditions that would exist internationally that would lead the 
United States to make a decision to go back to a more restrictive 
policy.

T assume that if we took that, decision on the basis of a real justi 
fication in terms of international events that this would have some 
impact on our partners. Rut I don't want to play games on the point 
with you. I think you are absolutely correct in indicating that the 
attitudes of other cooperating countries is an attitude that would not 
respond ery easily to a proposal for a return to a strict control.

Mr. BINOHAJI. Thank you, Mr. Wright.
Mr. "Whalen.
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Mr. WHALEX. Thank you, Mr. Chairman.
Mr. Wriglit, on page 5 you referred to the fact that the list is 

reviewed every 2 or 3 years. You indicate that during this review 
period on occasion there are additions to the list. I can see this is 
very possible in view of the technological developments that are 
taking place.

WHO PROPOSES ADDITIONS TO COCOM LIST I

I am curious who proposes the additions to the list; the repre 
sentatives of the countries that have developed these new products, 
or representatives of countries who might be in a competitive disad 
vantage because firms in their countries haven't gotten into this tech 
nology ?

Mr. WEIGHT. I think I would have to say, Congressman, that in 
most instances the proposals for additions to the list have been U.S. 
proposals and they have grown almost entirely out of our perception 
of what we believe to be important technological advances that 
should be covered.

Mr WIIALEN. You would say that most of these suggestions come 
from us?

Mr WRIGHT. Yes; that is correct.
Mr. WIIALEX. Do you have any specific figures, Mr. Wright? For 

example, how many proposals have we made, let's say, during the 
most, recent meeting or meetings and how many of these were 
adopted ?

Mr. WRIGHT. I do not have those figures in my mind, but I would 
be happy to provide them.

[The information referred to follows:]
During the last list review proposals were presented for changes in 85 items. 

The United States alone proposed changes in 7 items. Of this 7, additions were 
proposed for three items; two of these were largely accepted one was 
rejected. For ono item, an addition and a liberalization was proposed, which 
were accepted. A less restrictive definition was proposed for two items and 
accepted by the Committee. The deletion of one, item was proposed and 
accepted by the Committee. In addition the United States made a number of 
counterproposals during the discussions on the proposals presented by other 
countries.

Mr. WIIALEX. Moving over to page 10, you cite the exceptions that 
were requested in each of the last '2 years. You didn't indicate, how 
ever, how many of these were granted and how many were turned 
down. Do you have any figures on that?

Mr. WRTGHT. Yes, again, subject to confirmation subsequently. My 
impression is certainly the great majority of these have been 
approved. Tt may even be that virtually all of them have, but I 
would have to provide you specific information.

[The information referred to follows:]
Other countries have raised questions on U.S. exceptions cases as to techni 

cal details and justification but have not finally objected to any U.S. excep 
tions in recent years.

Of a total of 1,380 exceptions requests submitted to COOOM by nil member 
countries during 1974, all were approved except for 12 that were disapproved, 
16 that were withdrawn and 109 that were carried as pending at the end of 
the year. Of a total of 1.79S exceptions requests submitted to COCOM during 
1975, all were approved except for 22 that were disapproved, 3(t that were
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withdrawn, and 94 that were carried as pending at, the end of the year. The 
pases withdrawn represent orders that fell through for one reason or another, 
or that on further examination did not in fact require COCOM clearance. The 
disapprovals in each case reflected objections by the United States.

Mr. WHALEN. My next question relates to this and' also to the 
query "/osed by Congressman Bingham. On page 3 you refer to the 
recommendations and I am quoting here:

Although Governments normally follow such recommendations, they do not 
invariably do so if they feel their national interests are deeply enough 
involved.

How many recommendations have been ignored?
Mr. WEIGHT. It is a set of data that really doesn't lend itself to 

statistical presentation because the cases have been so rare. Certainly 
one of the most significant cases, and indeed, one of the few cases 
was the decision in 1957 by sonic of the other COCOM members 
simply to discontinue the special controls that had applied to main 
land China, dating from the Korean war period.

This was a decision that was taken by a number of COCOM mem 
bers without the unanimous approval of COCOM. There have been 
occasional actions on export exception cases that have represented 
unilateral decisions by governments, but they have been so few as to 
be, as I say, not a statistical element.

They have always been characterized by a view of the originating 
government that there were circumstances that justified it, either 
their determination that the item was not properly covered by the 
list, or their view that there were such important economic and 
political considerations involved in the case that they felt they had 
to act, despite the recommendation of COCOM.

Mr. WJIALEN. So you say the number of  
Mr. WUIGIIT. There were very few cases.
Mr. WHALEN [continuing]. Is minimal.
If your previous answer is accurate, since so few exceptions are 

turned down, it wouldn't give rise to this kind of ignoring?
Mr. WIUGHT. This is true.

REVERSE FLOW OF TECHNOLOGY

Mr. WIIALEN-. I think perhaps our discussions here assume that a 
great technological lead is held by the United States. Yet, we hear 
evidence to the contrary. Just recently the President released a 
report which showed that our country's technological lead is dimin 
ishing.

The Department of Defense very frequently points out that 
indeed, the Eastern European countries, Russia particularly, hold 
technological leads in certain areas. I make that point to raise this 
question.

Is there any reverse situation where technology flows from the 
East to the West? Is the ]e an organization in Eastern Europe simi 
lar to the one we are discussing here?

Mr. WEIGHT. I would sa.y there is not an organization in the'East 
that is directly comparable to COCOM. The CKMA organization 
doesn't have the same set of premises. I think it is more responsive
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to comparison with Western European organizations that deal with 
coordinating economic1 policy, rather than strategic denial policies.

Mr. WIIALEX. Would you say the advanced technology at least 
flows from West to East predominantly?

Mr. WEIGHT. I think predominantly, although I would have to say 
that there are observers of this matter who feel that the assumption 
that the technology flow is entirely of obvious benefit to the East 
may be an oversimplification.

There are technical processes and areas of technological advance 
on the Eastern side that are. to some extent, flowing West, except 
that we don't really know that much about it. I think the burden of 
the presumption made is that the flow is primarily from West to 
East. But I think the other side of it is an aspect that we think we 
might study a little bit more carefully.

Mr. WIIALKX. To your knowledge, how are these transfers of that 
technology being financed, primarily on credit terms?

Mr. WRIGHT. It depends a little bit on what type of transaction it 
is. If it is a transfer of technology but is involved, say, with the 
production of substantial plants or provision of a large amount of 
equipment, it may well be covered by a credit financing.

Of course, if we are speaking of the. United States, this financing 
would be available only in the case of such transfers to Poland and 
Rumania, but not to the U.S.S.K. or other Communist countries.

A BETTER SET OF PREMISES

Mr. WHALEX. In the last sentence of your statement, page 18, you 
refer to "a better set of premises." Could you elaborate a little bit on 
that? What new premises should we consider, or what old premises 
might be discarded?

Mr. WniGiiT. I think that we have in mind a couple of tilings. One 
of them is that the governing criteria in COCOM haven't been 
changed since 1958. They might well wan-ant another view.

The second thing that we have in mind is a i. atter that I think 
has been referred to earlier in these hearings and that is, the com 
pletion of a study by the Defense Science Board. This identified 
particularly sensitive areas of technology, devoted to weapons devel 
opment systems, relating them to the industrial base, that they would 
depend upon. Certainly, it is clear that it is an element that should 
be examined. It seems to me that perhaps that kind of approach, or 
some other refinement that we could justify, that is related to the 
importance of high and sensitive technology, would be worth look 
ing at, in tiTinp of rOOOM activities.

We do feel that there is a great deal of time being spent, both in 
the U.S. Government, and in CO(T)M. on individual exceptions cases 
that involve hardware items. And it seems warranted to examine 
this situation, to see if perhaps we couldn't get a more limited set of 
controls, or something that would refine our approach sufficiently, 
that we wouldn't be involved in all of this day to day difficulty of 
trying to deal with a lot of cases.

Mr. WHALEX. The point was made by our witnesses last week 
regarding the ambivalence, of the congressional policies. That is, the 
question of security on the one hand, versus the desire to expand
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trade on the other. Do you feel your job could be enhanced by a 
more precise definition of objectives by the Congress? Let me add to 
that. Can Congress do this? Is it possible for Congress to be more 
specific or more precise ?

Mr. AViuoHT. I think your amended question reflects some of my 
own reservations. I think it may be, very difficult for the Congress to 
do much more than it has done, by way of providing a direction of 
policy and intent on their part, and if the effort is to be more spe 
cific, thid may raise more problems than it solves.

Mr. WIIALK.V. Thank you, Mr. Chairman.
Mr. BINGHAM. I would just like to ask you one more question 

before we go to our next witness.

POSSIBILITY OF REEMBARGOING COCOM ITEMS

Following up on my question about the possibility of what might 
happen if we decided to abandon detente, as a practical matter, 
would it be possible to embargo some items that had previously been 
release J and exported ?

Mr. WIUGIIT. I would have to say this would be very difficult to 
do. because our experience in COCOM has been that it is extremely 
difficult to get an item back under control once it has been taken off 
of control. I think this depends upon there being sufficient justifica 
tion. It is difficult to see what this could be.

Mr. BINGIIAM. Does the fact that we have asked the larger 
number of exceptions indicate that other countries are proceeding 
 without benefit of COCOM review, or that they don't bother to come 
in to ask for the exceptions?

Mr. WKIGIIT. If we. feel that there is a problem of that kind, it is 
something that we should take up, in terms of the particular item  
if we feel that there is an area where there is a difference in treat 
ment. No, I think I would say that it reflects rather the fact that, in 
terms of high technology and sophisticated production equipment, 
the United States, to some extent, is a preferred source. And this 
preeminence in this area T believe, is reflected in the fact thnt we 
have quite a number of exception cases.

Mr. BINGIIAM. My information is, and I believe that this comes 
from the Commerce Department report, that in 1974, Western sales 
of advanced technology to Socialist countries totaled $7 billion, of 
which the T.S. share \vns only a little over a half a billion. If that is 
correct, that would not seem to support your explanation that we are 
the leaders in the field.

Mr. WRIOMT. It would depend on what is included in the defini 
tion of advanced technology. I can't help wondering if it might not 
be a difference in terms of the rather limited kind of advanced tech 
nology that would fall under the COCOM listing. I am not sure. I 
should let Commerce comment on that also.

Mr. BIXGIIAM. That leads us quite naturally to our next witness. 
We are happy to welcome back to the subcommittee the Deputy 
Assistant Secretary of Commerce for East-West Trade, Mr. Arthur 
T. I )owney.

Mr. Downcy. would you proceed. And T might say. Mr. Wright, 
if you can, if you have the time, we would appreciate your staying.
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There may be other matters wo, would like to ask you questions about. 
Mr. Downey, you have quite a lengthy statement. If you can sum 

marize it, I think it would save us time.

STATEMENT OF ARTHUR T. DOWNEY, DEPUTY ASSISTANT 
SECRETARY FOR EAST-WEST TRADE, DEPARTMENT OF 
COMMERCE

Arthur T. Downey became Deputy Assistant Secretary for Bast-West Trade, 
U.S. Department of Commerce, on January 6, 1075. He has specialized in inter 
national law and international relations, both in private practice and as a civil 
servant.

From 1!VU to 1909 lie served at (lie State Department, providing advice on 
legal aspects of tl.S.-Kuropeun relations, serving from September 1!>67 to Feb 
ruary 1969 as the legal adviser at the U.S. Mission in Berlin, Germany.

As a staff member of the National Security Council from 10C9 to 1072, Mr. 
Downey's responsibilities related to virtually all aspects of U.S. foreign rela 
tions with Europe, including Eastern Europe and the U.S.S.R.

From 1972 until bis new appointment he ^as a member of the law firm of 
Morgan, Lewis & Bockins, at its Washington. D.C. office, representing firms 
e.igaged in international trade, including the Socialist economies.

Training: St. Vincent College. B.A. 1950, Villanova University, L.L.B. 19(i2, 
Georgetown University, L.L.M. 191)3, Studied at the Hague Academy of Inter 
national Law, Summer of 19(54.

Personal: Born in New York, August 17, 1937, married.

Mr. POWNEY. Yes. It would save us both time. Thank you, Mr. 
Chairman.

FLOW OF TECHNOLOGY

Since you and Mr. "VVhalen have both raised questions about the 
flow of technology in the general sense, perhaps it, might be useful 
for me to place our discussion in a general context.

In 1!>74. the 15 nations of the industrialized West erported about 
$1S."> billion worth of high technology manufactured goods to the 
world. Our *hare in that was about '2.-2 percent. We were the leadei-s in 
the overall flo.v of technology to the world. If we turn and look at that 
technology f!;>\v with respect to the Soviet Union, using the same year, 
1!>74. as our base we lind the industrialized West shipped a little over 
$-J billion worth of high technology manufactured goods to the Soviet 
Union, which is a little over 1 percent of the total now of technology.

Of that total to the Soviet Union, the United States shipped 
about $225 million, or 10 percent of the West's flow of high technol 
ogy manufactured goods that country. Putting that figure into fur 
ther context, the movement of U.S. technology manufactures to the 
Soviet Union represents about three one-hundreths of 1 percent of 
the Soviet's GNP. A rather small figure indeed.

With respect to intangible property, that is, patents, licenses, 
trademarks and the like, we have only U.S. figures.

In 1974 we earned, through the overseas sales of these intangibles, 
about $3 billion. Of that figure, only $13 million, or a little less than 
0.1 percent four-tenths of 1 percent went to the Socialist countries.

This I hope, is a useful context for our discussion, because it indi 
cates that our concern is not with the quantity of the technology 
flow to the Socialist world. It is rather the unique nature of our
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relationship with the Socialist countries which warrants the concern 
that you are evidencing in these hearings.

I will turn briefly to the operations and the responsibilities of the 
Department of Commerce in this area.

JURISDICTION OF CuMMERCE DEPARTMENT IN EXPORT CONTROL

As you know, under the Export Administration Act of 1969, the 
Department of Commerce has the responsibility to administer the 
system of export controls. Within the Department, the Office of 
Export Administration, in the Bureau of East-West Trade, is 
charged with the daily administration of the act. Aside from the 
national security controls, we also administer the short supply and 
foreign policy controls.

Our direct controls affect the exports of commodities and technol 
ogy from the United States. We also have indirect controls which 
involve reexports of those commodities and technology to third coun 
tries, as well as the use of the U.S. technology and U.S. origin parts 
and components in commodities manufactured abroad for sale to 
third countries.

Although our legal jurisdiction extends to almost any export from 
the United Suites and aside from general embargoes on certain 
countries [Vietnam. Cambodia, North Korea, and the like] a spe- 
cilic export license is not always necessary. In fact, we have a system 
of general licences, under which approximately 90 percent of all 
exports from (he United Slates are shipped.

Our licensing extends not only to commodities themselves, but also 
to raw technology and technical data, to the extent that these ure 
not generally published; or educational and scientific in nature.

Let me take just a moment to deal with two of your questions.
First: Are the controls adequate to achieve the national security 

purposes ?
And, second: Are we administering these controls expeditiously 

enough so as not. to damage our American business interests?

THE UCKXMNG PROCESS.

Perhaps it would be useful if I gave you a brief overview of the 
licensing process.

There is attached to my statement a flow chart, which I regret to 
say, resembles the wiring diagram of the M1KY. And I do not pro 
pose, unless you insist, to review this in detail.

Mr. BIXGHAM. I think that is wise. I was looking at it before, and 
wondering if any exporters taking a look at that wouldn't give up 
in disgust before they starred.

Mr. DOWNEY. This is not our purpose, but there are those who 
would accuse us of that.

Please understand that this How chart is intended for internal 
purposes, and is then-fore excessively detailed. But let me briefly 
walk you through the process. When an application is submitted, it 
goes first to a station, where it is numbi' v '1 d and logged in; and then 
it is checked to be sure that all the blanks arc fi'led in. and it is 
properly signed and so on. The names of parties (> tin- transaction
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are then checked against a list of persons and companies who we 
have reason to believe may divert material.

We receive about 200 applications every day, of which on the 
average, 90 to 95 percent are high-technology commodities. Of those 
200 applications, a little over 20 applications a day, approximately 
10 or 12 percent, are for Communist countries. Our applications then 
move on to a brief stop at our computer terminals, where they are 
logged in, so that we can utilize our retrieval systems when we need 
information. The application is then sent to one of three licensing 
divisions. One for computers, one for electronics, and one for capital 
goods and production materials.

At that stop the technician will review the application and check 
it in light of a -certain set of criteria. If he believes it should go on, 
it goes to yet another division called policy planning, where it is 
then coordinated for our own office policy, or if warranted, for fur 
ther checks with other agencies or other governments. In the case of 
COCOM it moves on.

The act in section 5(a) requires us to seek information from the 
various other agencies. Pursuant to that provision, we do consult 
with the other agencies, both informally, on a daily basis, and for 
mally, through a system of committees and controls.

At the senior staff level, we have an Operating Committee which 
meets on a weekly basis, and which has in its membership, the State 
Department, the Defense Department, ERDA, CIA, and the like. 
The Commerce Department chairs that committee. If there are 
policy issues or  

Mr. BINGHAM. Excuse me, there is one committee chaired by Com 
merce, and a similar committee chaired by State ?

Mr. DOWNEY. It is an analogous committee at best. The committee 
that the State Department chairs is the committee that deals with 
COCOM. It involves the relationship with foreign governments, and 
it is the committee ,vhich reviews the U.S.-negotiating position in the 
COCOM.

Mr. BINOHAM. The same transaction might then be of concern to 
both committees.

Mr. DOWNET. These are not really transactions. And they don't 
happen at the same time. When you have a list review for example, 
the State Department would chair a committee, but membership is 
the same, almost all the wav through. It depends on who is ii the 
chair; who is going to call the meeting. The State department 
would chair the list review meetings which relate to the it^ms we 
have to negotiate with our COCOM allies to determine which ought to 
be on the list.

Those meetings which I am talking about, the Operating Commit 
tee, these are neetings with broad, interagency representation. That 
committee reviews a specific case of possible national security signif 
icance, or a set of policy guidelines.

Any issues which are not resolved at that level, are referred to the 
Deputy Assistant Secretary level, or higher, to the senior body, the 
Export Administration Review Board, at the Cabinet level. This 
Board is chaired by the Secretary of Commerce, and has among its 
members the Secretary of State and Secretary of Defense. As of
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March 1 this year, the Secretary of Treasury, in his capacity as 
Chairman of the East-West Foreign Trade Board, also became a 
member.

In addition to consulting other members of the executive branch, 
we also consult with industry. We have seven industry-government 
technical advisory committees, which advise us on the range of 
activities.

My colleague from the State Department has already explained to 
you the COCOM procedure. Unless you have particular interest, I 
don't think I need to review that.

Perhaps it would be useful if I offered what amounts to a check 
list, used by our licensing divisions when they get an application 
across their desk. In the case of an application for high technology 
products, that are going to what we call the Free World, the main 
concern is whether or not the commodity is likely to be diverted to 
another consignee, the use to which he intends to put the equipment, 
and the appropriateness of the equipment for that use.

When the licensor has an application for an export to a socialist 
country, he examines a variety of questions. What would be the 
normal use of this particular equipment in the United States? And 
also, is the item designed for military purposes? Would it be of sig 
nificant use to the military? How is this item currently used in the 
West, and in the socialist country in the military sense? If it has 
both military and civilian uses, what is the intended end use of the 
particular equipment?

In addition to the end use, what is the role, or the nature of the 
end user in a particular country? Is it a research institute that we 
know is engaged in public, peaceful work? Or is it a research insti 
tute that is involved in military research, as well? Does the item 
incorporate advanced or unique technology that could be extracted 
through reverse engineering? Is there a shortage of this particular 
item which could benefit the military? What about the comparabil 
ity of this product, other products, and the availability in other 
countries outside of COOOM? And would there be significant eco 
nomic and commercial benefits to the United States from the trans 
action ?

We rely, as I said, very heavily on the Department of Defense for 
advice as to the military issues raised by particular ti-uiisactions. We 
also refer to a wide variety of intelligence sources.

DELAYS IX PROCESSING

Now, as you can well imagine, ever, without regard to the dia 
gram, this process of review, analysis, and exchange of judgments 
does require great care. This very process, by its nature, entails a 
substantial amount of time. We have been accused, with some jus 
tice, of having unnecessary, extended delays in our processing. In 
order to see how we were doing, we took a sample study of a '2-week 
period, last fall.

It revealed that out of the. over 200 applications a day. accumu 
lated during that '2-week period, 85 percent of the applications that 
had been received were processed in 10 days; 90 percent were proc-
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essed within 20 days. Now the great majority of the applications 
that took more than 20 days, were high technology projects prod 
ucts to the Communist countries.

Looking at it in a slightly different context, we looked at just the 
Communist country exports. In that area, we found that 35 percent 
of those applications were processed in 30 days, 54 percent in 50 
days, and 77 percent in 90 days.

There are a whole series of product lines, which are most \!;le- 
some, including numerically controlled machine tools, semico ' ctor 
processing equipment, electronic testing and measuring equi^nient, 
integrated circuits, computers, and the like.

We have also been reviewing very carefully, measures we can take 
to speed up the process of considering these applications, without at 
the same time, increasing dramatically, the chance of error. This 
statement contains a list of particular mea -ures which we have 
employed since 1974 to effect this.

Ono of the key areas which has caused us difficulty, has been 
simply the shortage of personnel. We are in the process of remedy 
ing this now with an infusion of substantial numbers of personnel. 
It will, however, take some time before we have everybody on board, 
and the civil service clearances and security clearances are issued. 
Additionally, new personnel must be properly trained.

Jt will take many months, before tlu> measures we have taken are 
fully injected into the system. In the meantime, in order to push 
down the backlog of cases which has built up over the years, we 
undertook earlier this year, a one-time, overtime, crisis effort to 
reduce the backlog.

Earlier this year, large percentages of people in the Office of 
Export Administration worked, for many weeks, on a full-time, 
overtime basis. This has been very successful in reducing our back 
log. As an illustration, the number of cases in our Licensing Divi 
sion that were then for more than 30 days, at the end of January 
when we began (his process, were measurable in the hundreds. Now, 
we are at a point where there are less than 20 which have been there 
over 30 days.

We hope this spasmodic effort will be useful in moving the back 
log down to a point wheiv the infusion of these other measures will 
begin to take hold, and to allow us to operate on a more efficient 
basis.

Mr. Chairman, the whole control and processing program must 
reflect the constantly changing set of relationships among the coun 
tries involved, and the constant change in the movement of advanced 
technology. AVe are committed to deal with this, and administer the 
act in as prompt and as vigorous a way as possible. AVe do not 
believe that major change in our governing statute are necessary to 
the achievement of the objectives of the act. although we are cur 
rently considering the adequacy of the civil and criminal penalties 
in the act.

RKVKRSE FLOW OF TKCIINOLOGY

If I may. I would like to note just one small point, which I think 
Mr. Whalen raised, about the reverse flow of technology. The essen-
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tial reasons why the socialist countries do not have an export control 
system similar to ours is because they are State controlled economies. 
Accordingly, any product shipped from those countries, already has 
the blessing of the State. An apparatus such as we have, is needed in 
a free economy, where the private sector is doing the exporting.

If you have any interest in what wr call the reverse flow of tech 
nology, we would be delighted to provide you with a rather extensve 
list of high technology items or processes, and know how, which 
U.S. companies have bought from the socialist countries. They range 
from coal gasification technology to medical Miturinji devices I'd be 
happy to insert  

Mr. WHALEN. Mr. Downey. I was referring to an international 
organization rather than national control.,

Mr. DOWXEY. I'm sorry. That concludes my summary of my state 
ment, Mr. Chairman.

[Mr. Downey's prepared statement follows:]

PREPARED STATEMENT or ARTHUR T. DOWNK.T, DEPUTY ASSISTANT SECHETABY 
OF COMMKBCE FOB KAKT-WKST TRADE

INTRODUCTION

I appreciate this opportunity to appear before the Subcommittee on Interna 
tional Trade and Commerce to present the Department's views 011 our national 
security export controls, particularly as they affect the export of advanced 
technology.

The Department, of Commerce administers the Kxport Administration Act of 
19(!9, as amended, tinder delegation from the 1'resideiit. Within the Depart 
ment, the Office of Export Administration (OEA) in the Bureau of East-West 
Trade is the organizational unit charged with the day to daj administration 
of the Act and the regulations promulgated under it.

The Act calls for (he control of exports to the extmt necessary 0 ) to exer 
cise the necessary vigilance over exports from the standpoint of their signifi 
cance to the national security of the United States, (2) to further signiticautly 
the foreign policy of the United States and to fullill its international responsi 
bilities, and (3' to protect the domestic economy of the United States from the 
excessive drain of scarce materials and to reduce the inllaiionary impact of 
foreign demand.

Kxport controls administered by Commerce cover not only direct export* of 
commodities and technology from the U.S., but ulso reexports of those com 
modities and technology to third countries, and the use of U.S. technology and 
U.S.-origin parts and components in commodities manufactured abroad and 
destined to a third country. Failure to restrict such activities abroad not only 
would circumvent the intent of our direct export controls, but also would 
unfairly discriminate against those who, for business or other reasons, choose 
to make their exports of the same kinds of goods from the United States and 
hence are subject to export controls.

Although the Department has legal .jurisdiction over most of the normal 
commercial exports from the U.S.. not all of these exports require specific 
licenses. A number of genernl licenses have been established that permit most 
goods to lie sent to all but embargoed destinations (Cuba, North and South 
Vietnam, Cambodia, North Korea, and Southern Hhodesiai, without the neces 
sity of tiling a license application with Commerce and receiving specific license 
approval. Approximately !K) percent of nil exports from the United States are 
shipped under the authority of a general license. Commodities that do not 
qualify for a general license, and are, therefore, under specific licensing con 
trol, include:

Products judged to be strategic by the countries participating in the interna 
tional (COCOM) strategic control system, ntid additional commodities consid 
ered by the Department and its advisory agencies to lie capable of contributing 
signiticnntly t<> the design, manufacture, and utilization i,-t" military hardware. 
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Petroleum and related products that are under control for short supply 
reasons.

Certain commodities related to nuclear weapons and explosive devices, and 
crime control and detection apparatus, that are controlled for foreign policy 
reasons.

Technical data related to the design, production or utilization of the com 
modities under control are also under licensing control by Cooimen e to the 
extent that the data are not published or otherwise generally available to the 
public without restriction and are not basically scientific or educational in 
nature.

Access to technological know-how is in many instances of greater stretegic 
significance than possession of finished items produced from that technology. 
While \ve can limit the amount of manufactured items that are exported, and 
to a useful extent, control their use in communist countries, the export of 
design, production, and operations data allows tiie end-product to be produced 
in unlimited amounts and effectively removes U.S. influence on end-use. For 
this reason it has been necessary to exercise broader and tighter controls over 
technical data than commodities, hut the variety of ways iu which technology 
may be transferred or exported makes it difficult to control.

NATIONAL SECrillTY CONTROLS

Yon have asked us to focus today on the controls we exercise in the interest 
of national security, particularly as they affect the export of high technology 
items. I propose to treat the subject to addressing two basic questions: First, 
are the controls adequate to achieve the national security objectives of (he 
Act: and second, consistent with this, are the c .ntrols being administered so 
as to minimize the adverse impact on U.S. economic/commercial interests? 
These are not mutually exclusive, of course, since certain review procedures 
established to assure adequate control contribute to the time it takes to proc 
ess applications. In the course of treating these r\vo broad concerns, Mr. Chair 
man, I shall deal with the aspects you identified as central to the Subcommit 
tee's interests. This approach should give the Subcommittee a clearer picture 
of the goals, procedures, and effects of the controls administered by the 
Department in the interest of national security and foreign policy.
Adequacy of control

Turning first to the adequacy of controls, let me begin by outlining briefly 
the export licensing process, and then come back to particular stages of the 
process and describe them in more detail. I have attached an application proc 
essing flow chart that may be helpful in' giving an overview of the process.
Description of the lici-nninii prticcxx

Although an application to export a high technology item to a communist 
country may go through one or more special steps in addition to the routine 
processing stages, there is a basic structure to the process. The incoming appli 
cation is numbered, examined to see if all the critical parts are present and 
complete, and the names of the parties to the transaction checked against a 
list that includes known or suspected diverters of strategic goods. Approxi 
mately 200 applications for validated licenses for all destinations are. on the 
average, received daily, approximately !tO-!).V« of which cover high technology 
items. Applications next make a brief stop for data entry into the Ollice's com 
puter system, and then are sent to a technician in one of the three commodity 
licensing divisions: Computers, Klectronics, and Capital Goods and 1'roduction 
Materials Divisions.

The technician reviews the application, concentrating on the function and 
uses of the equipment, its level of sophistication, its normal pattern of 
military /civilian uses in the V.&. and in the country of destination, the unre 
stricted availability of comparable equipment elsewhere, the suitability of the 
equipment for the proposed end-use, known activities of the end-user, tin like 
lihood of diversion from the stated end-use to less acceptable uses, and the 
economic/commercial implications of the transaction for the U.S. If the licens 
ing officer is not sufficiently familiar with the end-user, the technician may 
refer the application to the Kxport Information Division, or seek background 
from intelligence sources. It may tie necessary during the course of this analy 
sis to consult informally with technicians In other agencies. The technical .<pec-
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ideations of the equipment and the transaction in general are evaluated 
against established guidelines to determine the extent of further review 
required. With the exception of a limited number of cases involving communist 
countries that are decided at this point in the licensing division, the 
technician/licensing officer documents his analysis of the application and for 
wards it with the application to tlie Policy Planning Division for coordinating 
general ofliee policy and for consultation witli other agencies and governments 
involved with export controls as appropriate. An application may be acted 
upon by this Division on tlie basis of agreed interagency guidelines, referred to 
one or more advisory agencies for their individual comments and recommenda 
tion, or discussed formally in an iuterageiicy committee, depending on the 
degroe of concern the agencies have over export of tlie particular equipment. 
The case moves to a higher level only when there is disagreement among agen 
cies at the senior staff level. I will discuss interaction among the various advi 
sory agencies in more detail later in my statement.

If we and our advisor agencies agree that a transaction involving an item 
or technology on the intern: 1 '.ional (COCOM) list, should be approved, details 
of the proposed transaction in most cases must he submitted to COCOM as an 
exception to the embargo and tlie con.-nrrence of tlie 14 other member govern 
ments sought. Only after unanimous agreement in COCOM is the application 
approved for licensing.

In the event an application is rejected (less than I'/a of total receipts in 
1975), the applicant lias the right to appeal to the Assistant Secretary for 
Domestic and International liusiness. I'pon receipt of an appeal, the Assistant 
Secretary's Appeals Advisor forwards it to the Appeals Coordinator in OEA 
for comments and evaluation. The denial action and any now information sup 
plied by tlie appellant are reoxamincd by the technical staff in OEA and its 
documented findings reviewed by the Coordinator. Our advisory agencies may 
be consulted if appropriate. The OEA memorandum of findings along with the 
supporting file is transmitted to the Assistant Secretary's Appeals Advisor, 
who makes the memorandum and unclassified portion of the tile available to 
the appellant and affords him the opportunity to respond within 30 days. Fol 
lowing this, the Appeals Advisor su'.units his recommendation to the Assistant 
Secretary. If the Assistant Secretary confirms the original rejection action, the 
appellant is fully informed of tjie reasons therefor, to the extent permitted by 
national security considerations.

This system permits expedited handling of an appeal because it is an infor 
mal process and does not oblige the appellant to employ counsel to represent 
him in a bearing. Further, unlike a hearing under the Administrative Proce 
dure Act, the consideration of an appeal can deal with policy as well as proce 
dure. Thus, it represents & faster, less expensive, and more comprehensive 
review.

INTERAGENCY CONSULTATION

In describing the licensing process, I mentioned the interagency consultation 
process briefly but did not review in detail the complexities of the system in 
order to avoid losing sight of the overall processing flow. I would like to 
return now to this important element in the Department's process of determin 
ing what shall be controlled and the extent to which exports shall be limited. 
Section 5(a) of the Export Administration Act obliges tiie Department to seek 
information nnd advice on these subjects from the several executive depart 
inents and agencies concerned with aspects of our domestic and foreign poli 
cies and operations having an important bearing on exports. Pursuant to this, 
we consulted the Department of Defense on a number of selected items of par 
ticular concern to them. Section 700 of the Department of Defense Appropria 
tion Act of 1!>75, which was passed in August 1974, required the Department 
of Commerce to refer to the Department of Defense all applications for licen 
ses to export goods or technology to communist destinations.

On October i!!l, 11)74, the Export Administration Act was amended and Sec 
tion 4(h) mandated a Defense Department review of export license applica 
tions for all communist countries (including Yugoslavia), but, in contrast to 
the Department of Defense Appropriation Act, authorized the Secretary of 
Defense, in consultation with the Department of Commerce, to determine the 
types and categories of transactions to In1 reviewed. During the early part of 
li)75 the Defense Department reaffirmed the majority of the previously agreed
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license applications without Defense Department review on a case-by-case 
basis. More recently a similar delegation respecting computers was up-dated 
and broadened and additional delegations are under consideration. In 1975, 686 
applications were formally referred to the Department of Defense under Sec 
tion 4(h) and all were approved.

Consultation with other agencies is generally undertaken both ii .-mally 
through day to day contact, and formally through a system of inter-agency 
committees at different administrative levels. At the senior staff level, there is 
an Operating Committee chaired by Commerce that meets weekly to discuss 
export control policy problems and significant individual transactions. Com 
merce, Defense, State, Treasury, the National Aeronautics and Space Adminis 
tration, and the Energy Research and Development Administration are regular 
members, and CIA a regular adviser.

Interagency policy differences that cannot be resolved by the Operating Com 
mittee are referred to the Deputy Assistant Secretary level, and if necessary 
to the Assistant Secretary committee, the Advisory Committee oil Export 
Policy (ACEP).

Continued differences are referred to the Export Administration Review 
Board, consisting of the Secretary of Commerce, as chairman, and the Secre 
taries of State and Defense, and as of March 1, 1970, the Secretary of the 
Treasury in his capacity as the chairman of the East-West Foreign Trade 
Hoard. Other concerned cabinet members are included in the deliberations as 
appropriate. Highly seus'tive problems may ultimately be referred to the 
White House for final resolution.

All applications to export commodities to the communist countries are proc 
essed by the Department in accordance with procedures established in consult 
ation with our advisory agencies. Originally, when the level of trade was very 
low and the controls much more total in scope, other agencies would be con 
sulted formally through the intcragency committee structure on each applica 
tion. Over the years, however, v>v hare established with our advisors guide 
lines for approval or rejection of applications, covering a wide variety of 
commodities, without the necessity of seeking specific interagency advice ou 
each proposed transaction. In 1!)73, 3.325 applications of a total of 3.451 com 
munist countrv cases wore acted upon (approved or denied) by OEA under 
such ;,v elines. Although this process has shortened what otherwise would 
have uvonie a really prolonged processing time and relieved some of the 
bunion on tli? committee structure in several commodity areas, a substantial 
number of individual applications for high technology itemu are still reviewed 
by the )perating Committee.

The-. is a heavy workload factor in documenting applications that must be 
reviewed by all the agencies participating in the Operating Committee deliber 
ations.

The Operating Committee documentation includes, as a minimum, the follow 
ing :

A technical description of the commodities or data involved and the intended 
end use:

An evaluation of the strategic significance of the proposed transaction;
Information on the foreign availability of comparable commodities or data:
The licensing history of past applications for like or similar commodities or 

data : and
A recommendation for approval or denial, and the rationale supporting the 

recommendation.
Preparation of the documentation requires care and can be time consuming. 

Facts, not merely judgments, are needed and they may be hard to establish. 
Sources in the export trade or in other parts of the government must often he 
consulted on technical aspects.

The documentation for computers, for example, iriust include pages of 
detailed technical specifications and schematics of the proposed system so that 
the technicians of the other agencies can fully comprehend the proposal. We 
are preparing a new form for computers which should help in easing the docn-
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mentation burden. The initial review in Commerce, or later, in the Operating 
Committee deliberations, may reveal that the computer system, as proposed for 
export by the applicant, creates serious* strategic concerns, but that if certain 
modifications were made, the concerns would dirnlnba. In such instances, the 
applicant is consulted to see if the modifications would be acceptable to him 
and still meet his customer's needs. This enquiry may be drawn out, inasmuch 
as communication with tho custointr often must inlve the applicant's sales 
force abroad.

Once the documentation on any given transaction is completed, the case is 
put before the Operating Committee agencies and their advice sought. This 
advice and the chairman's recommendations are forwarded to the Director of 
the Office of Export Administration for his decision or, in some instances, for 
referral to the Bureau Director for decision. If any agency objects to the pro 
posed course of action, it is given full opportunity to appeal to a higher level. 
Diirins 1075, 445 transactions were submitted to the Operating Committee for 
formal review; eventually 272 were approved and 125 were denied; 48 are still 
pending action.

Many of the applications that do not require formal Committee review still 
must be referred to one or more other agencies for advice, usually the Depart 
ment of Defense, but sometimes State, ERDA, NASA, or CIA. While the docu 
mentation for these referrals is not as extensive as for an application formally 
reviewed by the Operating Committee, there still must be a memorandum set 
ting forth the details of the transaction, policy '-onsiderations, previous 
approvals, end-use and end-user information, and extensive technical informa 
tion. If an advisory agency has problems with the transaction, it can request 
formal review hy the Operating Committee. In 1075, 995 applications were 
referred to one or more agencies and approved under tliis less formal proce 
dure.

When Section 4(h) was inserted into the Export Administration Act in 1974 
it added applications for export to Yugoslavia to those requiring referral to 
the Department of Defense. During IftTJi, 83 applications to export to Yugosla 
via were processed under existing delegations of authority and 410 were 
referred to Defense. Recommendations for approval were received on all but 
44. phich present special problems or are still pending DOD analysis and con 
currence in the proposed actions.

COCOM

To complete the picture of rhe consultation process, let me describe briefly 
the international controls administered through the Coordinating Committee, 
or COCOM. I shall touch only briefly on this, xince you have asked my col 
league from State to address this specifically. COCOM is an informal, volun 
tary multinational organization formed in 11149 to control exports of strategic 
commodities from member countries to communist countries. The nations estab 
lishing COCOM realized that effective controls required agreement by all 
major producing countries. The fifteen member countries are the United States, 
Belgium, Canada, Denmark, France, the Federal Republic of Germany, Italy, 
Japan, Luxembourg, the Netherlands, Norway, Portugal, the United Kingdom, 
Greece, and Turkey. Although the membership is closely parallel to that, of 
NATO, COCOM is an independent organization.

The COCOM embargo list consists of commodities that all member countries 
have accepted as their minimum level of control. Each country may control a 
broader list of products, if it wishes. The COCOM list is subject to periodic 
review and updating. Unanimous consent must be received before any list 
changes can take place. The most recent review began in October 1974 and 
continued through 107.1. The final round of changes is now being assessed to 
determine what revisions should he made in the national control lists.

The determination of the U.S. position and the negotiations in Paris are the 
responsibility of the Department of State, but all the concerned agencies par 
ticipate in both phases of the review.

Although the COCOM list identifies strategic items to be embargoed, excep 
tions are made for specified transitions. Exception requests for individual
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shipments may be presented to COCOM by mpraber nations. If nil members 
agree that the proposed export would not constitute a security risk, the trans 
action may lie licensed and the export effected. Inasmuch as most high technol 
ogy items are on the COCOM list, a large proportion of U.S. applications that 
we determine, after interagency consultation, warrant approval, must they be/ 
sent to the U.S. delegate to COCOM who is to present the case to that body. 
The information tlie delegate receives must then be transcribed into COCOM 
format, translated into French, and distributed. The other delegates must be 
given time to submit thp proposal to their governments and review the presen 
tation before a discussion is scheduled. If no questions are raised by the other 
delegates, this process takes approximately four weeks before the OEA is 
informed that a license can be issued. Occasionally, however, one or more of 
the participating country delegates will raise questions. These must then he 
transmitted to OEA : ans vers prepared and sent back; and again scheduled 
for another COCOM discussion. In such circumstances, months may pass 
before approval is agreed upon and license issued.

Some measure of the workload involved may be obtained from the fnct that 
the United States presents more applications to COCOM for an exception to 
the international embargo than any other country. In 1972, 500 U.S. exception 
requested were presented, representing 30% of the total requests submitted by 
all member countries. This increased by 55% to 7JS2 in ll>75. The following 
table sets forth a summer of these data.

U.S. EXCEPTION REQUESTS

Percent of requests 
Number by all countries

Year: 
1972.............
1973...
1974.............
1975... .........

................................................*.... 506

...................................................... 519

................................................ . 567
......... . ......... . ..... . . 782

36
38
41
44

CONSULTATION WITH INDUSTRV

In developing information that will permit us to make the proper decision 
on control and licensing, the Department consults extensively with industry. 
There currently arc seven government-industry technical advisory committees, 
established pursmmt to the 11172 amendments to the Export Administration 
Act. In addition, individual firms are consulted on technical matters and for 
eign availability of commodities under licensing control. The formal technical 
advisory committees meet regularly and the members have been cleared for 
access to security classified information so that they cnn make a maximum 
contribution. The industry members were chosen from firms, large and small, 
affected by our controls, but the industry members serve ns individuals, not ns 
company representatives. They were chosen for their technical knowledge and 
bring that expertise to their respective committees. liy their charters, tlie Com 
mittees serve strictly in an advisory capacity too the Department. Their 
reports receive the most si rious consideration, hut the final judgment on the 
isnies is and must be reserved to the government.

1'rior to discussion of certain commodity areas in the recent COCOM list 
review, a number of tlie committees submitted reports on their findings and 
made recommendations respecting control leve's. Although the government 
could not in every instance agree with the natioial security evaluations of the 
committees, their technical evaluations and find! IKS respecting foreign availa 
bility were in many instances very useful in the formulation of the U.S. posi 
tion in COCOM.

I.ICKNRIXO CRITKHIA

T shall turn now to the criteria used in deciding whether to approve or 
reject an application for export of a high technology item. In considering:
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applications for free world destinations, the main consideration la whether or 
not the commodity is likely to be diverted to a proscribed destination. We con 
sider the known reliability of the consignee, the use to which be intends to put 
the equipment, and the appropriateness of the equipment for that use. In 
reviewing applications to export to communist destinations, we examine such 
questions as:

(a) What is the normal use In the U.S. and elsewhere in the free world?
(b) Is the item designed for military purposes? Is the intrinsic nature of 

the commodity or data such as to make it of significant use to the military? Is 
it currently used importantly by the military establishments in the West? In 
the country for which it is destined?

(c) If the ;teu' lias both military and civilian uses, is the intended end-use 
peaceful in nature <

(d) Is the prospective foreign end-user engaged in peaceful or military-ori 
ented work?

(e) Does the Item incorporate advanced or unique technology of strategic 
significance that could be extracted?

(f) Is there a shortage of the item in the area of destination that affects 
the military )K>tential?

(g) Are comparable commodities or data available to the country of destina 
tion outside the U.S.? If COCOAI controlled, are they available outside the 
COCOM countries?

(li) Would significant economic/commercial benefits flow to the U.S. from 
consumation of the transaction?

In determining the Impact of a proposed export on the military capability of 
a communist country, we place strong reliance on the Department of Defense 
to supplement our own analysis. Technical and intelligence specialists through 
out tlie military establishment contribute the advice and guidance.

They concentrate on the military needs and capabilities of the recipient 
country in assessing the likelihood of diversion of equipment or technology to 
military uses>, and the effect of siu-h diversion on our national security. Addi 
tionally, they make their own assessment of the activities of the proposed end 
user.

The effectiveness of controls is judged not by whether or not we prevent 
development of certain military capabilities in the communist countries, since 
they obviously have the know-how and resources to make significant advances 
on their own, given the time to do so. More realistically, we can exercise con 
trols in such n manner that the development of military capabilities is slowed 
substantially. Thus, it is by delaying military advances, not by seeking to pre 
vent them, Hint we measure success.

The licensing considerations are focused primarily on national security, but 
such factors us foreign availability and economic beiielil are not overlooked. 
The Act requires us to use export controls both to encourage trade and to 
restrict the export of goods and technology which would make a significant 
contribution to the military potential of any other nation or nations which 
would prove detrimental to the national security of the United Stat?s. In 
implementing this section of the Act, we concentrate first on the less flexible 
factor, the impact on U.S. national security. Economic and foreign policy fac 
tors take on increasing importance as strategic factors diminish. We attempt 
to evaluate the significance of a major transaction to the U.S. domestic econ 
omy and to make our advisory agencies aware of the economic potential of 
such exports so lliey will have n balanced picture. Generally speaking, most 
transactions are relatively small in value, involving as they do all limited 
number of products,

IMPROVING ADMINISTBATIVF. IMPACT OF CONTROL

I would like to turn now to the other major question that should be consid 
ered, and that is whether the licensing procedures ' " have just described, with 
their analyses, reviews, and consultations to assure sound judgments, can be 
and are being administered in such a way as to assure licensing decisions 
without excessive delny.
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. We received 52,107 applications in 1075, of which an estimated 90-96% were 
for high technology exports. In 1975, 62,031 were acted on. Approvals totalled 
45,523; rejections, 341; and HWA's 6,167. These figures include foreign policy 
and .short supply applications.

A study of all applications received during a 2-week period in October and 
November 1975 reveals that 85% were processed within 10 days and 90% 
within 20 days. The great majority of applications that required more than 20 
days to process were for high technology products destined for communist 
countries. In this particular study, 35% of communist country applications 
were processed in 20 days, 54% in 60 days, and 77% in 90 days.

The most troublesome product lines include numerically controlled machine 
tools, semiconductor processing equipment, high strength materials, high tem 
perature polymers, nuclear related materials, computers, electronic testing and 
measuring equipment, magnetic recorders, and integrated circuits.

I huve already discussed the complexities >jf our technical and policy 
reviews of these applications. A 1974 amendment to the Export Administration 
Art wns aimed at processing all applications within 90 days. When difficult 
technical analysis, Operating Committee review, and COCOM clearance are 
essential, that deadline can be difficult or impossible to meet. It would, of 
course, be inappropriate to resolve all complex, time-consuming questions by 
denial of the license application involved. This would mean that a number of 
transactions involving dual use commodities where the intended use is, in fact, 
In the civilian sector of a communist nation, could not be consummated. Such 
action would needlessly deprive U.S. firms of business and would run counter 
to stated policy of the Act that trade is to be encouraged unless contrary to 
national security or foreign pulley objectives.

The Department is thus obligated to apply fully the criteria and policies of 
the law before either approving or denying the licensing of a proposed transac 
tion. A decision to approve, arrived at in haste, would run the risk of author 
izing an export that would adversely affect the national security of the United 
States. A decision to deny, arrived at in haste, would run the risk of need 
lessly restricting U.S. business.

The administrative burdens associated with the Increasing complexity of 
applications for exports to Communist destinations, including the increased 
need to communicate with and obtain the advice of other agencies, lias fallen 
on a small group of technicians. These burdens have increased faster than the 
ability of the Department to recruit and train additional technicians.

STEPS TAKEN TO REDUCE PHOCESS1VE DELAYS

Set forth below are the steps tliat have been taken since 1974, when Con 
gress urged more expeditious handling of applications, or are being taken to 
reduce processing delays. Some of these have not been in effect long enough 
for their full effect to lie felt.

a. The Department is making additional personnel available to the Office of 
Export Administration to handle the increased analytical, documentary, and 
other tasks associated with the interagency review of applications for export 
to communist countries. To provide the resources for the overall export control 
program, the Department is requesting $5.5 million for FY 1977.

b. A computerized retrieval program has been installed to provide a readily 
accessible source of essential information describing U.S. license applications 
(approved, rejected, and pending) for installation 01 computer equipment in 
communist countries. T^hen fully operating, thi? program will eliminate much 
of the manual searching of files, and accompanying delay, that is presently 
required in order to obtain information basic to the making of licensing deci 
sions.

c. Arrangements have been mnde with the National Bureau of Standards to 
utilize the services of its Institute for Computer Sciences in the review and 
analysis of computer erport transactions that present special control policy 
problems and in the review of export controls over computers in general.
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d. Various government-industry technical advisory committees, established 
under the provisions of Section 6 of the Export Administration Act, bare been 
requested to provide advice with respect to the Department's export licensing 
procedures, The Computer Systems Technical Advisory Committee has a 
formal subcommittee on Ucerslng procedures that, among other things, Is study 
ing means to facilitate the presentation to the Department of technical 
details concerning proposed exports of computer systems to Communist desti 
nations. Other technical advisory committees, while they have snot established 
formal subcommittees on this subject, are expect*^ to respond to the request 
for advice on licensing procedures In their foncal reports to the Department.

e. A new tracking and status retrieval system has been devised to show the 
current processing status of each pending application, thereby giving manage 
ment a tool to use in identifying those applications that are not being proc 
essed In a timely manner.

f. A new position, Special Assistant to the Director, Office of Export Admin 
istration, has been established to provide the Director with the means to 
identify problem cases, to anticipate delays in their processing, and to take 
preventive action.

g. A concerted effort was mode In the month of February through exten 
sive overtime to reduce the backlog of aging applications. In late January we 
had 683 applications over 30 days old; 200 of these were awaiting or undergo 
ing technical review in the licensing division!) and the balance were in the 
later stages of processing: undergoing interagency consultation or In COCOM. 
A month later, the total was reduced to 569; but more Important, in that 
month the licensing divisions had completed their analysis of 165 of the 200 
cases they had held at the outset. This effort moved a heavy volume of appli 
cations to the Policy Planning Division and from there most of them have 
gone into various stages of clearance with other agencies, the Operating Com 
mittee, or COCOM. I am confident that this bulge in the end of the pipeline 
will be reduced. The additional resources and operational changes being 
infused into the Office of Export Administration should assure that a backlog 
situation does not recur.

h. In cooperation with Departmental management specialists a special task 
group has studied the paper flow and a computer specialist has been detailed 
to examine data processing support. As a result of their recommendations and 
our own evaluations, a number of changes have been made. The Technical 
Data Division has been disbanded, with its activities to be integrated into the 
commodity licensing divisions. The former director of that division remains on 
the staff of the Office Director to deal with International technical exchanges. 
The Scientific & Electronic Equipment Division, which had grown to an 
unwieldy size, has been split into two divisions, one for Computers and the 
other for Electronics.

1. Consultation is continuing with the Department of Defense with the objec 
tive of reducing still further the tyjies and categories of transactions that need 
be referred to that agency for review. The possibilities for expediting consulta 
tion with other agencies are also being explored.

j. An informal working group, at the Deputy Assistant Secretary level, has 
been formed to deal with policy issues related to export license applications 
and other matters that cannot be resolved at the senior staff (Operating Com 
mittee) level. The objective is to obtain a more rapid resolution of interagency 
differences than could be obtained by the scheduling of a formal Advisory 
Committee on Export Policy (ACEP) meeting.

In addition to processing delays, which is the single most significant problem 
at present, there are other aspects of our controls that trouble the exporting 
community. I shall touch briefly on some of these.

Complaints are made about the lack of clarity of cur control list and the 
consequent difficulty of determining whether a license is or is not required for 
certain commodities. Our Commodity Control List is based on the Census 
Schedule B as a convenience for exporters. We believe it is complete and
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Informative. At the same time, we recognize that gome exporters, particularly 
those dealing in sophisticated electronic products, bave difficulties in locating 
their commodities on the list and ascertaining the licensing requirements. We 
are exploring ways of Introducing more details without making our list exces 
sively long and cumbersome and plan to consult out technical advisory con, ait- 
tees on the problem.

I should also note the problem of meeting exporters needs for the guidelines 
as to the likelihood that Hocuses will be granted for their products. The likeli 
hood of approving or rejecting a specific application has continually posed 
difficulties for the OEA because no decision is made on the specifications of 
the commodity alone. Our decision depends on the end use and end-user, intel 
ligence information, and other variables that could not be incorporated into 
overall guidelines. To advise a firm definitively as to the likelihood of a spe 
cific transaction being approved would take as much time and as much review 
as an actual application. \Ve do give advisory opinions based on previous expe 
rience with similar commodities, but these opinions are not commitments and 
must be carefully coucl. ,-d, with caveats to assure that the exporters does not 
place excessive reliance on this preliminary advice and act imprudently. This 
best that we can do is all too often inadequate for the exporter's purposes.

CONCLUSION

I have attempted to give you a detailed overview of our national security 
controls and licensing procedures, and a notion of some of the problems 
inrohed in administrating export controls. There are, of course, difficulties 
inherent in serving a number of differing policy objectives. National security, 
foreign policy, and economic considerations may all be involved to varying 
degrees in our review of a specific export transaction. In the process of reach 
ing n licensing decision, nil throe will be taken into account. As I noted ear 
lier, we place primary emphasis on national security. When this factor is rela 
tively marginal, and foreign policy and economic consideration? are significant, 
the latter may well predominate.

The control system is not a mechanism which yields results that can be 
.measured with precision. Licensing judgments must generally be made on the 
basis of imperfect information, particularly as it relates to the state of techno 
logical development in t.ie cr.mmunist countries. The degree to which a trans 
action, if consummated, would contribute to the military potential of the com 
munist country involved is, of course, a matter of judgment. Correspondingly, 
the effect of our controls in delaying the development of a specific milittf/ 
system or the military potential of a country in the broad sense cannot be 
measured with any certainty. We and our advisor agencies know that there is 
a technology gap between the West and the Communist countries in commodity 
areas that are critical to n modern military machine, computers and integrated 
circuits, for example. We believe our export controls have served to delay the 
closing of that gap and to this extent have retarded the development of the 
military capabilities of our potential adversaries. For this reason, I believe 
tnat our control system is adequate to achieve the national security objectives 
of the Export Administration Act.

We are making every effort to ensure that the controls are being adminis 
tered in such a way as to minimize the adverse impact on U.S. economic inter 
ests consistent with national security considerations. I have noted some of the 
problems we encounter and have gone into some detail as to what we have 
done and are doing to deal with the problem of delays in processing license 
applications. I believe we are well on the road to resolving this administrative 
difficulty. Others will likely develop in the future, since the control program is 
a dynamic process that must reflect constantly changing world relationships 
and advancing technology. But we are committed to deal promptly and vigor 
ously ,vith administrative problems that arise.

The Department does not believe that major changes in our governing stat 
ute are necessary to the achievement of the policy objectives of the Export 
Administration Act. We currently have under consideration the adequacy 6f 
the penalties provided by the Act.
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Mr. BINOHAM. Thank you, Mr. Downey. I know that your respon 
sibility and your position is very much one of promoting East-West 
trade. Therefore, I think we can presume you are anxious to see 
those various obstacles removed, to the extent they can be.

COMPLAINTS FROM AMKRICAN BUSINESS

I had occasion to meet recently with a group of American busi 
nessmen, and they were full of complaints about the slowness of this 
procedure, find the complexity of it. And they felt that their foreign 
competitors are given an advantage, and so on. I'm sure you get a 
great deal of this, undoubtedly every day.

Perhaps I should ask the question this way. Do you feel, with this 
intensive effort, and so on, you have been able to take care of a good 
part of the backlog? Are you still getting just as much complaining 
from the American business community? Or has that diminished 
also?

Mr. DOWNEY. May I first suggest that I am not sure that I would 
characterize my responsibilities as relating soley to the promotion of 
trade. I feel it is equally imperative to ensure that our trade is not 
damaging our national security. However, I also recognize that 
probably the most efficient trade promotion device is a very efficient 
control system. So I have an interest from both ends, in liuvin^c an 
efficient system. Have the complaints from the American business com 
munity declined? It is so hard to assess. I think the business commu 
nity has an appreciation that we arc making a good faith effort to move 
the backlog down to something manageable, and to institute internal 
reforms that would allow us to keep it down. I think they are now 
having greater understanding that we are really trying to do some 
thing. They are being cooperative.

Mr. BINGHAM. Could you respond to some of the questions I 
asked Mr. Wright about the degree to which, from where you sit, 
you are aware of companies outside of the United States cheating on 
the COCOM procedures, and taking advantage of the fact that we are 
conscientiously trying to impose these controls on our exports?

Mr. DOWNEY. 1 think I would agree with Mr. Wright's statement 
in its entirety. There is illegal leakage in any system, from the 
United States and from other countries. We do our best with our 
compliance effort to assure that it is kept at a minimum. We bear 
very frequently, as I am sure yon do, from businessmen, that "I was 
in country X, and I saw a machine tool that was produced in one of 
the COCOM countries. And I couldn't got that licensed." We hear that 
about equipment. And as soon as we hear that, we analyze the other 
commodity, a,nd see if in our judgment it is one that should have 
been licensed, or not licensed, or went through the COCOM system. 
Through the State Department we engage in consultations with the 
other COCOM countries. Sometimes we are convinced that the other 
countries should have caught the product but most times, we all
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agree that it is a product which was below the line, below the COCOM 
list line.

The American business community is very vigilant in looking at 
what its competitors are doing in other countries. And we try to 
respond to their presentation of evidence. Very often they are not 
able to provide us with evidence, but only a rumor. "I understand 
this country doesn't care, and is shipping things in wholesale." We 
have not been able to substantiate any kind of reports like that. We 
try to.

CHANGE IX PENALTIES FOR VIOLATIONS

Mr. BINGHAM. You mentioned the possibility of some change in 
the penalties for violation of these acts. What must be the nature of 
the legislative changes?

Mi. DOWNEY. Yes, Mr. Chairman. We arc considering these. The 
current penalties in the act have not been adjusted for many years. 
If for no other reason than to take account of inflation, it may 
very well be useful to increase the level of penalty. It also reflects an 
interest which we all share, in making it clear to the business com 
munity that we just cannot have illegal diversion, and that we are 
serious about it.

Mr. BINGHAM. Do you anticipate haying other recommendations 
for the Congress in the area of possible changes in the present 
Administration Act?

Mr. DOWNEY. I do not.
SOVIET ADVANCES IN ELECTRICAL POWErt TRANSMISSION

Mr. BINQHAM. On the matter of the reverse flow of technology, I 
was wondering about a matter of long distance transmission of elec 
trical power. I was told, when I was in Moscow last year, that the 
Soviets are way ahead of us on this. And that we are really seri 
ously deficient in our work of th : s area. As a result of their 
advances, they are rapidly going to be in a position of providing the 
entire continent of Europe with power. Would you comment on that I

Mr. DOWNEY, You have touched on a few points. The Soviet 
Union now is an exporter of energy to Western Europe in a variety 
of forms, including oil, oil products, and natural gas. It has devel 
oped, because of its continental size, great hydroelectric power 
advances and skills in the long-distance transmission of electric 
energy. In fact the Soviets have made available to the United 
States, through one of the Government-to-Government science 
exchanges under the, bilateral Agreement for Cooperation in the 
Field of Energy, information on their long-distance electrical trans 
mission techniques.

In other areas, as I suggested earlier, the area of underground 
coal gasification—the Soviets have sold a license to the Unitec 
States. They have sold a license—many licenses in the metallurgy 
area. There is one that happens to conic to mind. It relates to alumi 
num processing which, when employed, will cut down the united 
energy needed to make aluminum.
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There are many areas in the energy field where we have obtained 
know-how, licenses, and technology from the Soviet Union, and 
from the other socialist countries.

SOVIET EXPORT CONTROLS?

Mr. BINGHAM. Are you aware of cases where the Soviets, or other 
Eastern European countries, have declined to make Ui ^ technologies 
available or export them to the West on some security g\ ounds?

Mr. DOWNEY. I am presently not aware of any instance where 
a private company interested in purchasing know-how, has been 
turned down on security grounds. It certainly would not surprise me 
if that were the case, however, I have no personal knowledge of a 
specific case. Perhaps it is just a product of the American companies 
not bothering to ask for certain very sensitive information.

Mr. BIXGIIAM. Thank you.
Mr. Biester.
Mr. BIESTER. Thank you, Mr. Chairman.
I apologize, gentlemen, for being late. A fellow Pennsylyanian 

was just sworn in as our new Ambassador to the United Nations. I 
wanted to be there. Not necessarily to congratulate him, but to wish 
him well.

NUMBER Otf U.8. EXPORTS NOT LICENSED

This question may have been asked before. And if so, I will just 
get the information from, counsel. Have you given any examples of 
commodities, or examples of contracts turned down? And if not, 
could you give me one or two, to give me a sense of the pattern?

Mr. DOWXEY. An example of U.S. exports for which a license was 
not granted?

Mr. BIESTER. That is right.
Mr. DOWNEY. In terms of numbers, the quantity may be useful 

for you. We have denied less than 1 percer' if the license applica 
tions we have received. I can't give you a s_ ;ific example in terms 
of citing a company. It might involve a very powerful computer 
system with a very large number of memory cores, which we felt 
contained inadequate safeguards against diversion to strategic mili 
tary use. This we would deny. A very high precision machine tool, 
which could be used for fabricating nuclear weapons, we would deny 
that. A certain piece of laser equipment, or a certain kind of oscillo 
scope, or other electronic and measuring devices that would have a 
direct strategic use, we would turn down.

Mr. BIXGHAJI. If the gentleman will yield, you will recall at our 
breakfast, meeting with the businessmen in Moscow a year ago, we 
were told an application for a computer system by Intourist had 
been turned down.

Mr. BIESTER. I do recall that. Was it because of the kind ^ com 
puter it was &

Mr. DOWXLY. As you know, under section 7(c) of,the act, we 
have to insure that the confidentiality of applications is safe 
guarded. So, I cannot discuss with you the particulars of any spe-
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cific application. That is why I spoke in general terms about a large 
computer with high memories, and the like.

LICENSING PKOCF.Se FOR AMERICAN* FOREIGN SUBSIDIARIES

Mr. BIESTER. With respect to foreign subsidiaries of American 
companies, let us suppose, that there is a foreign subsidiary of an 
American company which has an opportunity for a contract, and it 
is permitted by the indigenous host country government. They say, 
"All right, that sale is an alright sale." Are there any steps that we 
can take witli respect lo that?

Mr. DOWNEY. First of all, if the commodity which that foreign 
subsidiary wishes to export is on the COCOM list, then the host coun 
try, if it is a COCOM country, would have to request an exception 
from the embargo and tluss bring the matter into COCOM. The United 
States, as well as the other 14 member countries, would have an 
opportunity to offer our views on this transaction.

Second, to the extent that that product is made with U.S. parts 
and components, or with U.S. technology, a U.S. license is also 
required.

Mr. BIESTER. Supposing that it is not a COCOM country? And sup 
posing that the patent is a patent out of a host country? And the 
technology is essentially out of the host country? What role could 
we play here in preventing that sale?

Mr. DOWNEY. If a commodity contains any U.S. parts r.nd compo 
nents, those parts and components would have to be licensed here, or 
if any technology involved in the manufacture of that commodity is 
American technology, it would have to be licensed here. If the prod 
uct is one in which no U.S. parts or components are involved, or no 
U.S. technology is involved, it would be wholly the product of country 
X, and we would not have any reach.

Mr. BIESTER. Even if the company involved were run by an Amer 
ican company ?

In my assumption, an American company owns a subsidiary in 
country X, which is not a COCOM country, and the technology is not 
American owned. The patent is there. And none of the flow of items 
go to construct it. The ultimate end product does not come from the 
United States. Do we have any control of that product's sale to the 
Soviet Union ?

Mr. DOWNEY. I don't think so. Let me consult.
I am advised that if the end product does not come from the U.S., 

what I said was correct so far as the role of the Commerce Depart 
ment is concerned. The Treasury Department, which implements the 
transaction controls under the Trade With the Enemy Act provi 
sions, is able to control the transaction if it involves a COCOM item, 
by virtue of the corporate relationship of the subsidiary to the 
American parent. If the ultimate end product, comes from the U.S.. 
the Commerce Department controls it regardless of the relation of 
the foreign seller to a U.S. company.

Mr. BINGFIAM. Will you identify for the record, the gentleman 
with you, with whom you consulted ?

Mr. DOWNEY. Yes. Mr. Rauer Meyer, who is the veteran Director 
of the Office of Export Administration.



83

Mr. BIESTER. So. if the Treasury were to catch that, they would be 
able to take some steps with respect to the American company ?

Mr. POWXEY. I believe so. If it is a COCOM item. I wasn't sure if 
you Mere speaking—I believe you said it was not a COCOM country.

Mr. BIESTKK. But a C( X'OM'pfoduct.
Mr. DOWNEY. Yes, a COCOM item.

CREDIT COMPETITION

Mr. BIESTKK. My recollection, in terms of the problems in East- 
West trade, is that our competition with other European countries, 
has also been in the extent of credits, the size of those credits, the 
interest rates charged, in terms of sale, in addition to these other 
kinds of problems.

Mr. DOWKKY. Absolutely. If you take the case of the Soviet Union 
alone, our allies and competitors in the last year and a half have 
extended government subsidized credits, in the neighborhood, de 
pending upon your figures, of $11 billion. And as vou know, the 
United States has not been able to offer any credits. T'hat has been a 
major factor in the flow of trade. Or the absence of trade.

Mr. BIKSTKK. Thank you. Mr. Chairman.
Mr. WIIAI,KX. I would like to determine, if I could, whether the 

other members of COCOM view the security issue as seriously as we 
do here in the United States. I suppose that this relates to the whole 
question of one country's view of detente, for example. I know that 
is a broad question. So perhaps we might give you some specifics. I 
think Congressman Hiester has just alluded to one. the fact that 
our share of the trade with Eastern Europe is substantially less than 
our allies in Western Europe. Perhaps this is due to political inhibi 
tions rather than security restrictions.

Second, do other COCOM countries have laws similar to ours, 
affecting trade with Eastern Europe? And if they do, are they as 
stringent as the laws on our statute books?

LAWS OF OTIIER COCOM COUNTRIES

Mr. DOWXKY. Reversing it. when you speak about laws of the other 
COCOM nations. I assume you mean in addition to the security area. 
Because generally——

Mr. WHALEX. No, I don't mean in terms of general credits and so- 
forth. Il seems to me that the so-called Jackson-Vanik amendment 
was a political decision nmde by Congress, not a security decision. 
And yet, as you have indicated, tlrs legislation certainly does affect 
the total of our trade with Eastern I^urope and the Communist 
States. I was speaking strictly in terms of security and the exchange 
of technology. Are there similar laws on the statute books of other 
COCOM countries?

Mr. DOWXEY. I think Mr. Wright would be able to respond better 
than I would on that. But I think it is fair to say that all the COCOM 
members have, a common undertaking.

Mr. WIIAI/EX. I know they do, but in addition to this, is there- 
domestic legislation?

Mr. DOWNEY. May I refer to my colleague?
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Mr. WRTOHT. Yos. the situation is that the other COCOM countries 
have an adequate legislative basis, or I should say, an adequate legal 
basis, to make effective in their own country, the necessary controls 
that are recommended by COCOM. Now, I believe that the situation 
differs from country to country. And they may not have the same 
kind of law on the books that we have in terms of the Export Ad 
ministration Act, the, Battle, Act, but they have the necessary legal 
authority.

And they also, I think, in the case of the participating countries, 
have adequate authority to impose penalties of one kind or another 
on violations of their regulations.

Mr. WHALEN. We'l. I was going to get to that question. But since 
Mr. Wright raised it. maybe I could allude! to it now.

VIOLATIONS A XI) PEVALTIK8 IX UNITED STATES

Since Mr. Downey indicated that we might want to consider 
incri-asing the penalties, how many violations have been uncovered 
here in the United States? And how many penalties actually have 
been assessed against violators?

Mr. DOWNEY. I will have to give you a statement inserted for the 
record, if you don't mind. In our quarterly reports to the Congress, 
now issued semiannually. we list Jie number of investigations 
opened in that quarter, the number of prosecutions, the number of 
instances in which export privileges have been suspended or denied 
or where civil or criminal penalties have been imposed.

[The information referred to follows:]

PENALTIES IMPOHKD AGAINST U.S. IMPORT CONTROL VIOLATOBM

During the first quarter of 1975, three compliance orders denying the viola 
tor export privileges were issued and one order was extentied for au additional 
45 d"ys. On the other hand, the export privileges of a firm previously under a 
denial order were reinstated. During the same quarter no monetary or crimi 
nal penalties were imposed or. any firms.

During 1974 and Hi.'", the Department's Office of Export Administration had 
435 cases involving alleged violations of export regulations under investigation 
for administrative or criminal proceedings or both. Of these, 97 were pending 
at the beginning of H»74 and 338 cases were opened during the two-year 
period. A total of 308 cases were closed: 37 on the basis of a determination of 
no violation or insufficient evidence; 228 after warnings to the parties involved 
for various types of violations considered not serious enough to warrant Insti 
tution of formal charges or compliance proceedings, and 43 after completion of 
compliance proceedings. There were 30 referrals to the Department's Office of 
General Counsel for administrative and/or criminal action. Of the 127 cases 
pending at the end of 1975, 12 were with the Office of General Counsel or 
before the Hearing Commissioner and 115 were under active investigation.

The Commerce Department issued 42 denial orders during 1974-1975. These 
involved 76 parties (24 U.S. firms, 10 U.S. individuals, 22 foreign firms, 20 for 
eign individuals). There were 5 related party actions and determinations 
(involving 7 foreign firms and 2 foreign Individuals). There was one investiga 
tive case referred to the Department of Justice for criminal prosecution. Also, 
du-! >-(* 1974-1975, 15 civil penalties were invoked (involving 13 U.S. firms, 3 
U>". individuals and one foreign firm).

Mr. WHAUCX. Could you give us a broad figure? 
Mr. DOWNEY. We had 156 cases under investigation in the first 

quarter of 1975.
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Mr. WHALEX. How many penalties were imposed in the same 
period ?

Mr. DOWXEY. A total of 45 cases were closed: seven on the basis 
of a determination of no violation or insufficient evidence; 36, after 
warnings, were considered not serious enough to warrant institution 
of formal charges. Four were referred to the Department's office of 
General Counsel for administrative or criminal action. Of the 111 
cases pending at the close of the quarter. 23 were with the Office of 
General Counsel-or before the Hearing Commissioner, and 88 were 
under active investigation.

VIOLATIONS AXD PF.XAL.TIES IX OTHF.R COCOM COtTNTBIES

Mr. WHALEX. Did you and Mr. Wri"ht have any information 
nearding the situations in other COCOM countries? That is, the 
number of cases uncovered, the number of penalties imposed?

Air. DOWXF.Y. T would i.ot. Mr. Wright may.
Mr. WRIOHT. We have some information on that. Enough to make 

it clear that other countries do effectively prosecute violators, and 
impose penalties. T would like to see if we could provide you for the 
record, with some indication of what the record is with respect to 
other countries.

[The information referred to follows:]

PENALTIES IMPOSED BY fOCOM COINTBIES AGAINST EXPORT CONTROL VIOLATORS

We do not have complete statistics on the number of investigations and pen 
alties imposed by other cooperating countries In eases of violation of their 
export control laws. However, we have recently undertaken a study to secure 
this as well as related information on compliance questions, and can report to 
the Committee further upon its completion. On the basis of the data we have 
received to date for this study we think It likely that other COCOM countries 
have had a lesser volume nt oases involving violation of their export control 
laws than the United States. Thus, for one reporting country having substan 
tially less trade than the United States with the communist countries, 40 
investigations were carried out during 197.H; twenty of these cases are still 
open anil two cases resulted in successful prosecution of the offenders.

It is understnnrinMe that the United States would have more potential 
enforcement cases than other cooperating countries. For one thing, the United 
StntPK is probably an especially important target for illegal purchases by the 
communist countries in view of their interest in high technology goods of F.8. 
orlein. For another. U.S. controls cover some items not controlled by other 
COfOM countries, and include complete embargoes on trade with certain areas— 
Cuhn. North Vietnam. South Vietnam. North Korea. Moreover, manv T'.P. 
cases involving U.S. firms also involve foreign firms suspected of trans-shipping 
or forward'ne U.S. goods in violation of U.S. regulations. In such cases the 
investigation is carried nut hy U.S. agents in cooperation with the authorities 
of the other COCOM country.

All COCOM countries provide penalties, as does the United States, for viola 
tion of their export control regulations. Usually these include both fines and 
Imprisonment ranging from 6 months to 8 years. The illegal goods are also 
usually confiscated.

Mr. WHALEX.'Recognizing that the trade of these countries is sub 
stantially greater than ours with Eastern Europe, are the number of 
imposed penalties relatively the same?

>fr. WVc.HT. T K-n not sure enough of that to make a quick answer.
Mr. WHALEN. Thank you. Mr. Chairman.

T1-1S7 O - 16 - 7
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6ALE6 BY AMERICAN SUBSIDIARIES

Mr. BIXGIIAM. Thank you. I would just like to ask one more ques 
tion, on the matter of sales by subsidiaries. Do you have any figures 
on the, relative values of sales in this area of high technology by the 
subsidiaries of American companies operating abroad, as against the 
parent companies operated from the United States?

Mr. DOWNEY. I certainly don't have those figures on hand. I am 
not sure we can get the statistics for you. These would be situations 
where foreign subsidiaries apply for an export license to reexport an 
American commodity, or a foreign commodity incorporating U.S. 
parts or components or technology to a thinl country. Can we endeavor 
to see if we can locate that ? *

Mr. HIXOHAM. Yes. AVould you bear in mind, our interest is, of 
course, in trying to find out the degree to which American compa 
nies irtny be using their subsidiaries to, in effect, pet around the con 
trols that are imposed by the strictness of the controls.

Mr. DOWNEY. I think we will find there are virtually no instances 
where a major American company with subsidiaries abroad, OOPOM 
countries or elsewhere, would attempt, by utilization of their subsid 
iaries, to subvert the, control system. It is exactly for this reason, to 
prevent subversion of the system, that w» have controls over reex 
ports.

Mr. HINOIIAM. You are patient. Dr. Shields.
We turn now to Dr. Roger E. Shields, Deputy Assistant Secretary 

for International Economic Affairs, for the Department of Defense.
Would you proceed, Dr. Shields, and to the, extent you can, sum 

marize your statement?

STATEMENT OF DR. ROGER E. SHIELDS, DEPUTY ASSISTANT 
SECRETARY FOR INTERNATIONAL ECONOMIC AFFAIRS, 
DEPARTMENT OF DEFENSE

Present position: Deputy Assistant Secretary of Defense (International Ec< - 
noinic Affairs), Office of the Assistant Secretary of Defense (International 
Security Affairs).

Born : November 8, 1939, at Salt Lake City, Utah.
Schools: University of Florida, 1961, B.S.; 1963', M.A. University of Virginia, 

1969, Ph. I).
Career highlights: 1968—Interim Assistant Professor of Economics, Univer 

sity of Virginia. 1968-70—Assistant Professor of Finance, University of Texas 
at Austin. 1970-71—Economist, Professional Staff, TEMPO General Electric, 
Center for Advnnced Studies. 1971-73—Assistant to the Assistant Secretory of 
Defense (International Security Affairs') for Prisoner of War/Missing ID 
Action and Economic Affairs. 1973 to date—Deputy Assistant Secretary of 
Defense (International Economic Affairs).

Other: Graduate with High Honors, University of Florida, 1961: Beta 
Gamma Sigma, Honorary Fraternity, 1960; Pi Sigma Phi, Honorary Frater 
nity, 1960; T'hi Kappa Phi, Honorary Fraternity, 1961; and Department of 
Defense Distinguished Civilian Service Medal, 1973,1975.

'The fommerfe Department subsequently Informed the subcommittee that further In- 
vestlRatlon revealed that such data are not ava Isble.
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Mr. SHIELDS. Thank yon very much, Mr. Chairman, and members 
of the subcommittee.

I am extremely pleased to have the opportunity to appear before 
the subcommittee, to express the views of the Department of 
Defense on this important topic of export licensing of advanced 
technology, under the. National Security Control Provisions of the 
Export Administration Act and related Statutes.

At the outset, let me/say that the Department of Defense, is not 
opposed to peaceful trade, nor to the expansion of commercial and 
economic ties with countries in the communist world.

DEFENSE DEPARTMENT CONCERN IS SOLELY NATIONAL SECURITY

Our sole concern and care is for the national security aspects of 
this traffic. As you know, the responsibilities of the Secretary of 
Defense in export control matters, which have long been implicit in 
U.S. export legislation, were explicitly set forth in the Export 
Administration Amendments of 1074 which went into effect on Octc 
her 20 of that year. Section 4(h) authorizes the Secretary of Defense 
to review any proposed export of goods or technology to a con 
trolled country and to determine whether the export of such goods 
or technology will significantly increase the military capability of 
that country. In addition, under subsection (2) the, Secretary of 
Defense is required to determine, in consultation with the export 
control office to which licensing requests are made, the types and cat 
egories of transactions which should be reviewed by him.

DEFENSE PROCESSING TIME

Because it is often alleged, and sometimes believed, that Defense 
pursues dilatory tactics in handling export cases where national 
security is involved, let me give you some idea of our processing 
time. Our records show that, during the period 1 July to 31 Decem 
ber 1075. Defense received 1.558 export license, cases. We have pre 
pared a tabulation of our response time which you may wish to 
include in the record. It shows that action on 68 percent of these 
cases were completed in 5 working days, on 77 percent of the, cases 
in 10 working days, and on 00 percent of the cases in 30 working 
days. Only 11 cases, or a fraction of 1 percent of those acted upon, 
took more than 00 days.

Another common assertion is that Defense, by reason of parochial 
and outmoded views, blocks a great number of transactions. The 
record shows that of the 1.558 cases T have, just referred to, Defense, 
recommended or concurred in Commerce's recommendation of denial 
in only 74, or less than 5 percent. I think I should point out that all 
of these 1.558 cases—not just the 74 on which we recommended deni 
al—involved items of military significance. Otherwise an evaluation 
by Defense would not have been required.
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DEFF.XSE CIHTERIA IX MAKIXC LICEXSIXC. HKCOMMEXDATIOVS

The fundamental criterion employed by the Department of 
Defense in making licensinsr recoinmcndations is whether tlio export 
of the goods or technology being considered will significantly 
increase tlie military capability of a controlled country. By defini 
tion, the items on the embargo list, which has been compiled on the 
basis of the iudgments of technical experts, are of significant mili 
tary value. But they are different from items on the munitions list 
in that they also have legitimate civilian uses. Large computers are 
one obvious example. They have, in short, a dual nature which is 
why classifying them in terms of some intrinsic quality is virtually 
impossible. Our problem, therefore, is to judge the extent to which a 
given export is likely to be put to military use. And how significant 
such use would be.

In making our judgments, we consider the previous licensing his 
tory of the commodity to controlled countries, note the stated end- 
use in the particular case, and obtain an intelligence evaluation of 
the activities and products of the end-user. In addition, we seek to 
determine the answers to a number of specific questions. Among 
them arc the following:

First. Is the stated end-use reasonable and appropriate?
Second. If this item is sold to the country of destination, is it 

likely to be diverted from the stated civil end-use to an application 
in their military programs or shipped to another country for a mili 
tary end-use ?

Third. Does the item contain extractable technology—that is. is 
there a reverse engineering potential—which would be significant 
for military or military-supporting product'on in the country of 
destination?

Fourth. In order to make the transaction viable, will it require 
extensive training of the recipient's personnel or disclosure of tech 
nical information which would in themselves be of military signifi 
cance?

Vrom a military standpoint, the technology of significance is prin 
cipally that involved in the design, development, production, and 
operation of military and military-supporting industrial equipment. 
It is. moreover, the technology of the factory more than the technol 
ogy of the laboratory, the know-how born of experience rather than 
the knowledge arrived at by theorizing, which is the focus of our 
interest.

EFFECTIVE EXTORT CONTROLS

And this brings us to the question of what constitutes effective 
export controls. Permanent prevention of the acquisition by Commu 
nist countries of any particular military capability cannot be and is 
not our goal. Any country with the brains, the resources, and the 
will to do so can. over time, acquire any weapon or military capabil 
ity it chooses. There is little we can do to prevent it, and to make
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such an attempt would be wholly unrealistic. However, we can, 
through the judicious use of export controls, retard the achievement 
by countries hostile to us of military capabilities which would be 
detrimental to our security. Thus, dt'lay is the measure of success. So 
viewed, our security trade controls have, proved to be highly effec 
tive, particularly in the area of production capabilities.

We currently have, a clear margin of advantage over the Soviets 
in this regard and in a number of militarily significant technologies 
the margin is measured in years. In terms of our national security, 
the result is that the Soviets have less accurate, less reliable, more 
vulnerable, and more costly weapons systems. Much of this advan 
tage would be reduced if not. eliminated, were it not for the exist 
ence of export controls.

Mr. Chairman and members of the subcommittee, to the extent 
that we and our allies maintain careful controls over the export to 
the Soviets and their allies of this and other technology of military 
significance, we are retarding the growth of Warsaw Pact and PRO 
military capabilities, contributing to the success of our deterrent 
strategy, and reducing the expenditures we must make for our 
defense.

t will be happy to answer any questions you may care to ask.
[Dr. Shields' prepared statement follows:]

I'KEIUKKII STATKMKNT OF DR. ROGER K. SHIBIJIS, DKPVTY ASSISTANT SECRETARY,
INTERNATIONAL KfONOMIC AFFAIRS, DEPARTMENT OF DEFENSE

Mr. Chairman, ami distinguished members of the Subcommittee, I am 
pleased to have tin- opportunity to appear before the Subcommittee on Interna 
tional Trade a •<! Commerce to express the views of the Department of 
Defense regardii.t; export licensing of advanced technology under the national 
security control provisions of the Kxport Administration Act and related stat 
ues.

At the outset let me say that the Department of Defense is not opposed to 
peaceful trade nor to the expansion of commercial and economic ties with 
countries in the Communist world. Our sole concern and care is for the 
national security aspects of this traffic.

As you know, the responsibilities of the Secretary of Defense in export con 
trol matters, which have long been Implicit in U.S. export legislation, were 
explicitly set forth in the Export Administration Amendments of 1974 which 
went into effect on October 2!)th of that.yeiir. Section 4(h) authorizes the Sec 
retary of Defense to review any proposed export of goods or technology to a 
controlled country and to determine whether the export of such goods or tech 
nology will significantly increase the military capability of that country. In 
addition, under Subsection (2) the Secretary of Defense is required to deter 
mine, in consultation with the export control office to which licensing requests 
are made, the types and categories of transactions which should be reviewed 
by him.

During the period l!M!)-li)74, the Secretary of Defense had arranged with 
Commerce for the processing of certain classes of proposed exports without 
Defense consultation and clearance. In response to Sui /ctlon (2) these 
arrangements—some 03 in all—were suspended in order to make a fresh deter 
mination of whether the commodities and technology involved possessed 
sufficient strategic significance in the light of today's circumstances to warrant 
review by the Secretary of Defense of export transactions in which they are 
included.
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For a time, then, after the enactment of Section 4(h), Defense examined all 
export applications to controlled countries (Commerce receives between 5,000 
and 0,000 cases per year) while conducting an intensive review of the previous 
arrangements to determine to what extent they could be renewed. As a result 
of this effort, in which Defense analysts from the Services, the intelligence 
agencies, and OSD components participated, it was determined that, with a 
few exceptions, all of the delegations of authority could be restored to Com 
merce without detriment to the national security.

Accordingly, the Department of Defense now reviews some 2200 Commerce 
license applications annually, predominantly involving exports to controlled 
countries but also including some for the free World, only a small fraction of 
which are turned down.

Because it is often alleged, and sometimes believed, that Defense pursues 
dilatory tactics in handling export cases where national security is involved, 
let me give you some idea of our processing time. Our records show that 
during the period 1 July to 31 December 1975, Defense received 1558 export 
license cases. We have prepared a tabulation of our response time which you 
may wish to include in the record. It shows that action on 68% of these cases 
was completed in 5 working days, on 77% in 10 working days and on 90% in 
30 working days. Only 11 cases, or a fraction of 1% of those acted upon, took 
more than !)0 days.

Another common assertion is that Defense, by reason of parochial and out 
moded views, blocks n great number of transactions. The record shows that of 
the l,r>r>8 cases I have just referred to, Defense recommended or concurred in 
Commerce's recommendation of denial In only 74, or less than 5%. I think I 
should point out that all of these 1558 cases—not .last the 74 on which we rec 
ommended denial—involved items of military significance. Otherwise an evalu 
ation liy Defense would not have been required.

We do, of course, have some problems. One has been the resolution of the 
massive number of licensing applications involving the export of computers 
systems and components to controlled countries. This problem has plagued 
interagency export control deliberations for the last four years because at that 
time we were unable to agree amongst ourselves, and consequently with our 
COCOM allies, on embargo parameters.

A White House directed study subsequently resolved many of the policy 
issues and agreement has been reached with our allies in the recently com 
pleted COCOM Li--t Review. This agreement has made possible the working 
out of arrangements with Commerce for processing a number of classes of 
computer classes without referral to Defense. As a result, the "og jnm of cases 
involving computers is being broken and reduced to manageable proportions.

Our Strategic Trade office in ISA participates in both Commerce and State 
Department-chaired interdepartmental coordinating committees involved in the 
high technology licensing process with particular emphasis on exports to con 
trolled countries. A senior staff officer participates in the interagenoy Advisory 
Committee on Evuort Policy's Operatine Committee which meets on a weekly 
basis to handle significant and controversial export applications requiring TT.S. 
liei'nsps. To prepare for these meetings, he reviews extensive documentation on 
proposed exports of commodities or technology which are prepared by Com 
merce analysts. He disseminated them as appropriate to Service and OSD tech 
nical and intelligence specialists for evaluation before arriving at a Defense 
policy determination. In significant landmark cases, such as proposed 'exports 
of computerized seismic systems for nil exp'oratlon purposes, he would seek 
tbe direction of hiubcr Defense echelons before presenting the department's 
position in the Operating Committee. Another senior staff officer is the Defense 
Department's member of Workincr flroun T of the Economic Defense Advisory 
Committee and lie performs similar functions recording those cases requiring 
COCOM licensing action. In addition, analysts from Defense participate in the 
Technical Advisory Committees, which are set up by statute to examine and 
make studies and recommendations regarding evnorf of eouipment and technol 
ogy associated with such itenis as machine tools, computers, semi-conductors, 
and telecommunications.
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The fundamental criterion employed by the Department of Defense in 
making licensing recommendations is whether the export of the good i or tech 
nology being considered will significantly increase the military capability of n 
controlled country. By definition, the items on the embargo list, which has 
been compiled on the basis of the judgments of technical experts, are of signif 
icant military value. But they are different from items on the munitions list in 
that they also have legitimate civilian uses. Large computers are one obvious 
example. They have, in short, a dual nature which is why classifying them in 
terms of some intrinsic quality is virtually impossible. Our problem, therefore, 
is to judge the extent to which n given export is likely to be put to military 
use and how significant such use would lie.

In making our judgments, we consider the previous licensing history of the 
commodity to controlled countries, note the stated end-use in the particular 
case, and obtain an intelligence evaluation of the activities and products of the 
end-user. In addition we seek to determine the answers to a number of specific 
questions. Among them lire the following :

1. Is the Htnted.end-u.se reasonable and appropriate?
2. If this item is sold to the country of destination, is it likely to be 

diverted from the stated civil end-use to an application in their military pro- 
grains or shipped to another country for a military end-use?

" Does the item contain extractable technology (i.e., is there a reverse engi 
neering potential) which would be significant for military or military-support 
ing production in the country of destination?

4. In order to make tin- transaction viable, will it require extensive training 
of the recipient's personnel or disclosure of technical information which would 
in themselves be of military significance?

To help us cnswer these questions, we call upon the expertise of a large 
number of highiv trained and knowledgeable technical and intelligence special 
ists throughout tiie government.

The underlying concern we have in all cases is whether a commodity pur- 
chusid for a presumably peaceful end-use is likely to be diverted to a military 
purpose and. if sn, how detrimental to our security that diversion would be.

It. is at this point in the process that we are confronted with a number of 
inescapable realities which outside critics tend to ignore. In the first place, 
there is the problem of uncertainty. Our knowledge of what goes on in the 
Soviet I'nion is not as precise or complete as we could wish. Consequently, In 
nil of our judgments about the likely end-use of a given strategic item there is 
room for error.

Recognizing this fact, a second reality is that the potential cost to the U.S. 
of n mistaken judgment varies considerably depending on the direction in 
which it is made. If, for example, we err on the side of being too restrictive, 
whatever the impact on the prorpective vendor, the loss to the U.S. economy 
cannot in any case be very great for the simple reason that factors other than 
export controls on strategic items—such as a Soviet shortage of hard currency 
—impose the significant limits on increased U.S. trade with the Soviets. If, on 
the other hand, \ve should err on the side of relaxing controls in a way which 
enhanced Soviet strategic capabilities, the price In subsequently increased 
defense costs and greater security risks could be very large.

A third reality is that errors made on the side of being too restrictive can 
be easily and instantly corrected whenever the error is discovered. All we hnve 
to do is reverse our position and there will be no resistance to the change. By 
contrast, as experience has shown particularly with international controls, 
once an item lias been decontrolled even if in error, it Is impossible to get It 
re-einhnrgoed.

A fourth reality is that asking how much an Individual export will 
adversely affect our security—as recommended by the Murphy Commission 
study—is the wrong question. It is fanciful to suggest that one strategic com 
modity could have overwhelming importance by itself. Indeed, we would be 
prepared to stipulate that there is probably not an Item on the embargo list 
which if exported in one isolated transaction to the Soviet Union and used by
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them for military purposes would, by itself, represent a disaster for our 
national security. But in the world of export control, where every release is 
seized upon by other vendors or by other countries as a precedent for seeking 
equivalent releases, there Is no such thing as an isolated case any more than 
there is an isolated stone in a dike.

Theoretically, every transaction must be dealt with on its merits; but the 
cumulative impact of a number of transactions must also be weighed and as 
we consider in each case those transactions which have preceded it so we must 
also concern ourselves with those consequences which, based on experience, we 
know are certain to follow.

All of these problems are especially severe where technology transfers are 
concerned. To estimate the potential impact of an export of technology is much 
more difficult than to assess the importance of exporting a finished product. 
Where a piece of hardware is concerned, we usually have a fair chance of 
determining that it went to its Intended destination. Should diversion be 
detected we can reduce its value by shutting off follow-on spares and we can 
exercise the additional sanction of refusing to make any further shipments of 
similar equipment. Even if we occasionally judge Incorrectly, the damage to 
our security tends to be limited if only because machines and equipment have 
a finite utility and a finite useful life. This is not so with technology. We 
cannot be assured of the uses to which its end products will be put; we 
cannot recall it; nor is it necessarily a wasting asset.

A further complication is the fact that the transfer of technology takes 
place in a number of different ways and that the amount "of significant infor 
mation which can be transferred varies in each case. At one end of the scale 
is simple visual inspection of, or access to, an item of hardware. At the other 
end would be the transfer of a partial or complete turnkey production facility. 
Between these extremes are other means such as oral communications, descrip 
tive documents, engineering and manufacturing drawings, training of person 
nel, technical and management assistance, specialized tooling and test equip 
ment, assistance in R&C and production, and the like.

From a military standpoint, the technology of significance is principally that 
Involved In the design, development, production and operation of military and 
military-supporting industrial equipment. It is, moreover, the technology of the 
factory more than the technology of the lalwratory, the knowhow born of 
experience rather than the knowledge arrived at by theorizing, which is the 
focus of our Interest.

• This brings us to the question of what constitutes effective export controls. 
Permanent prevention of the acquisition by Communist countries of any partic 
ular military capability cannot be and is not our goal. Any country with the 
brains, the resources, and the will to do so can, over, time, acquire any weapon 
or military capability It chooses. There is little we can do to prevent it, and to 
make such an attempt would be wholly unrealistic. However, we oan, through 
the judicious use of export controls, retard the achievement by countries hos 
tile to us of military capabilities which would be detrimental to our security. 
Thus delay is the measure of success. So viewed, our security trade controls 
have proved to be highly effective, particularly in the area of production capa 
bilities.

We currently have a clear margin of advantage over the Soviets in this 
regard and In a number of militarily significant technologies the margin Is 
measured in years. In terms of our national security the result is that the 
Soviets have less accurate, less reliable, more vulnerable and more costly 
weapons systems. Much of this advantage would be reduced if not eliminated 
were It not for the existence of export controls.

Mr. Chairman, and members of the Committee, to the extent that we and 
our Allies maintain careful controls over the export to the Soviets and their 
Allies of this and other technology of military significance, we nre retarding 
the growth of Warsaw Pact and PRO military capabilities, contributing to the 
success of our deterrent strategy, and reducing the expenditures we must make 
for our defense.
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DEPARTMENT OF DEFENSE RESPONSE TIME FOR DOMESTIC TRADE CONTROL CASES RECEIVED 
DURING JULY-DECEMBER 1976

Response time 
(work d«ys)
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DOMESTIC TRADE CONTROL CASES 
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Hark Dtyi within Detenu

Mr. BINKHAM. Thank you, Dr. Shields, and I must say that the 
dispatch with which you delivered that statement speaks well for 
the dispatch with which the Department attacks these problems. 
You skipped over some parts, and. as a matter of fact, I would like 
to ask you a question about one item. You will recall in an earlier 
discussion, I think it was with Mr. Wright, I asked whether, if we
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are going to apply a more stringent standard—that is if we were to 
depart from current concepts of what is permissible, and what is 
appropriate under the general rubric of detente—would it be possi 
ble to reembargo items that have been decontrolled? I see that you 
have a very flat statement to the effect that once an item has been 
decontrolled, it is impossible to get it reembargoed. 

Mr. SHIELDS. I think that is correct.

REVERSE ENGINEERING POTENTIAL

Mr. BINGHAM. Would you explain the term, "reverse engineering 
potential," used on page 8?

Mr. SHIELDS. This in essence, is the process by which scientists or 
technicians would examine an end-item, and in their possession and 
reconstruct how that item was produced, the technology which pro 
duced its various components, and perhaps the techniques of the 
assembly line on which it was produced. Such an analysis would 
enab'e them to start from scratch and produce the end-item with 
their own capability.

VIOLATIONS IN CCK'OM

Mr. BIXOIIAM. I think it is a fair statement that your two col 
leagues, today, have generally indicated that cheating by other mem- 
l>ers of OOOOM is not a major problem. It seems to me they don't 
take as serious a view of this as some of the people from industry 
that I have spoken with.

In the Department of Defense, how do you feel about this matter?
Mr. SHIELDS. We do feel that when cheating occurs it is a very 

serious matter. And T believe that I can speak for my colleagues 
here. also, in saying that we do view this with a great deal of seri 
ousness.

The question, of course, is the frequency with which this occurs, 
and the extent of the damage done. Tt is very difficult, becsvuse of 
our less than precise information of activities within Communist 
countries to know when it is occurring. Mr. Wright mentioned, and 
Mr. DoVvney also, that we hear this frequently through our own 
industrial producers who. in their travels, or in the course of their 
business, have had occasion to note that a diversion or violation of 
COCOM rules uppears to have occurred.

We do the best we ran in ascertaining the facts in the case. And 
in some cases, we do find out that beyond any question, some viola 
tions have occurred. In other cases, we are unable to ascertain with 
certainty, that in fact, a violation has taken place. We do view this 
as a very serious problem. The question. T think, is what can be doiie 
about it. And does it constitute a serious enough problem to seri 
ously undermine the value of COOOM controls.

T believe we can expect violations from any system. T think in 
COrOM tlie controls have worked rather well. And perhaps, if one 
examines the system, the ama/ing thinti is the controls have worked 
so well over such a long period of time, rather than the fact that 
violations have occurred.
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Mr. BIXGIIA:M. I would like to ask a general question of all of the 
witnesses, particularly Mr. Wright. In view of the fact that the 
COCOM procedures were inaugurated before there was any statutory 
basis for them, as I understand it, is there, from the point, of view 
of the OOCOM operation, reason to extend the Export Administration 
Act, and the statutory bases for these controls ?

Mr. WRIOHT. I think, from my standpoint, I would say there is 
not that necessity to amend the act. I think the provisions in the 
Battle Act, and in the Export Administration Act provide sufficient 
guidance to cover the control effort in COCOM.

Mr. BINGIIAM. Mr. Biester.
Mr. BIKSTER. Thank you, Mr. Chairman.

DEFENSE DEPARTMENT COUNTERPART IN OTHER COCOM COUNTRIES

Mr. Shields, are your counterparts integrated into the process in 
other COCOM countries, as you are in this one in our country?

Mr. SHIELDS. I am not sure I understand your question—Defense 
Department representatives?

Mr. BIESTEK. Yes.
Mr. SHIELDS. We do indeed furnish Defense Department repre 

sentatives to the COCOM.
Mr. BIESTER. I didn't state it very well. Is there a special shop 

which corresponds to that in our Defense Department in COCOM 
countries? A shop that integtyitcd into the general process of screening 
applications for export licenses in those countries.

Mr. SHIELDS. I'm not sure of the details through which the var 
ious Ministries of Defense in COCOM countries would participate in 
these activities. But in fact, they do. They do provide inputs very 
much analogous to our own in these procedures, explaining, for 
example, the military significance of a particular item. They do that 
just as we do that in this process in tlrs country.

Mr. BiMiiiAM. But you don't have contact with them?
Mr. SHIELDS. We do have contact with our counterparts, from time 

to time. It is not a'formal type of contact, in which we all participate 
on a formal basis. Hut we do have informal contact with them.

Mr. BINOHAM. But you have no structure, no arrangement, for shar 
ing information with them.

Mr. SHIELDS. We have no structured arrangement for that.
Mr. BIESTER. I have just looked once again at the flow chart. 

Well, flow may be a strong word. But this particular exhibit, do you 
have one of these in your Department, also? I am about to leave the 
Congress, and go into law. When I see something like this, I find it 
very encouraging. Do you have one like this?

Mr. SHIELDS. We do have some organizational charts which would 
outline our participation in the various groups that meet in this 
area. I don't believe that it is quite as detailed. It is more simplified 
because our responsibilities are not nearly as extensive as the Com 
merce Department's.

Mr. DOWNEY. Mr. Biester, it may be interesting to sec the flow 
chart of the congressional legislative process. I suspect that it would 
not be too dissimilar from ours.



Mr. BIESTER. With respect to some Members' bills, that is true. 
Others move right along. 

Mr. BIXGHAM. Mr. Whalen. 
Mr. WIIALEX. Thank you.

THE B".L BEARING GRIXDER CASE

Mr. Shields, I would like to pose a question about an area I don't 
think we have discussed today. And that is, when there are requests 
for exports made with domestic authorities or requests of COCOM for 
exceptions, I presume that these requests are based upon the fact 
that the potential buyer has seen the product and expressed a will 
ingness to purchase it. Is this correct ?

Mr. SHIELDS. Yes.
Mr. WHALEN. Russia, and other Communist countries of Eastern 

Europe, they are aware of the existence of an exception requested 
product ?

Mr. SHIELDS. That certainly is true in general.
Mr. WIIALEN. You mentioned the fact that domestically, 74 

export requests were denied. I am just kind of curious. Do you have 
any further information? What happened to the needs for these 
products in Russia? Were they filled in some other manner? Did 
Russia perhaps attempt to develop its r>"-n technology? Or did 
Russia go to non-OOCOM members? Or peraaps, did a COCOM coun 
try ship that item?

Mr. SHIELDS. Let me give you an example, from a celebrated case 
I might add, that occurred some years ago. It has been in the news 
recently. And that concerns a machine for making precision ball 
bearings. For approximately 12 years, we prevented the export from 
the United States of those machines. And, I think, with good reason.

After that period of time, the capability for producing them was 
established in a number of countries including Switzerland and 
Sweden. Thus, the basis for denial in this country no longer existed. 
Had such a denial continued, it would only have penalized our own 
producers and exporters. So at that point in time, when the full and 
uncontrolled capability was established, we allowed those bearing 
grinding machines to go forward.

So, to answer your question, yes indeed, the Soviet and their 
Warsaw Pact allies would surely find some, other mechanism to 
make up for theii inability to obtain these controlled exports from 
the United States. In some cases, they can oidy do this with a great 
deal of time, a gr.-at deal of trouble, and a great deal of expense. 
And if the delay is substantial, and if in the end, they do indeed 
succeed, then we still feel that the controls have been worthwhile, 
and the controls have indeed been effective.

The ultimate prevention of the acquisition by the controlled coun 
tries of these embargo items is not really our goal. We measure our 
success, rather, in terms of delay. And I think when you mention the 
finding of alternative methods to take, care of the needs which 
existed for the embargo—or the embargoed product, sometimes these 
needs are filled, but in. ways which are far less efficient. And we feel 
that in that case, a^ain, the controls have been effective.
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INTERMEDIATE TECHNOLOGY

Mr. WHALEN. We assume, when a U.S. firm comes to the Govern 
ment for export approval, or when we go to COCOM, and ask for an 
exception, that this technology is more advanced than that available 
in the recipient country and is immediately applicable.

This would mean therefore, that it isn't that far advanced. But 
succeeding generations of technology would be necessary in the 
recipient country, before this particular item could be applied.

Mr. SHIELDS. I think that depends, Mr. Whalen, on the type of 
technology that you are describing. For example, in the case of a 
turnkey plant, the need may exist, and the agreement by the United 
States to ship a turnkey plant would establish an, immediate produc 
tion capability. It is by no means certain that the denial of that 
turnkey plant would not, in fact, pose a very heavy penalty, in 
terms of time and effort for the controlled country, if it were unable 
to obtain that. Take the case of wide bodied aircraft. If a turnkey 
factory to produce wide bodied aircraft were provided by the 
United States, that technology would arrive fully developed, and 
would establish an immediate capability for producing wide bodied 
aircraft.

But in the absence of that U.S. technology, in the absence of that 
turnkey plant, it might very well be almost impossible for the 
embargoed country to establish that capability in any reasonable 
length of time. Certainly, it would require years for that capability 
to be established.

Mr. BINGIIAM. Perhaps you said that before, but I didn't catch it, 
is that a technology that is specifically controlled?

Mr. SHIELDS. Yes. it is.
Mr. WHALEN. Would you concede that there are some very 

advanced technology items which, even if they were handed to an 
Eastern European country, could not be employed because of the 
absence of the intermediate technology and knowhow ?

Mr. SHIELDS. There may be some instances of that type of. tech 
nology. But certainly passing on high technology, leaping, if you 
will, over the intermediate technology, would certainly result in a 
very rapid request for the export of that intermediate technology. 
We have in fact, heard a number of times, well, "If you ; re willing 
to provide this end-item, and you are not willing to provide the 
things necessary to make it work, then what is the coherence and the 
rationale of your policy?" I think this is true with regard to a fac 
tory such as the Kama River Truck Factory, for instance. The 
turnkey plant requires the machinery to produce trucks, and then 
comes the subsequent request for a computer, to make that machin 
ery work on schedule, and in an efficient and an effective say. And it 
would be rather ridiculous, I think, for those of us involved in the 
control of these items, to send that plant on without recognizing 
that a concomitant to that would be the request for the computer. I 
think we would have been surprised in fact, if that request had not 
come. In fact, it did. And in anticipating that, we were prepared to 
see a suitable computer system go, which in fact, it did. It was 
licensed.
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Mr. WIIALEN. I have two more questions, Mr. Chairman. First, 
Dr. Shields, I would like to go back to a point that I raised with 
Mr. Downcy, but which T didn't follow through on.

POLITICAL RESTRICTIONS VERSl'S SECfRITY RESTRICTIONS

I think the IRS has a procedure where they determine income, 
and therefore, taxes due. on the basis of one's living habits, one's 
standard of living. I presume we could apply this internationally, 
by looking at the exports of Western European countries to the 
East, and compare them with ours. We might construe from that, 
that they are either not adhering to the COCOM regulations, or their 
view of security is somewhat less serious than ours.

T think, however. Mr. Downcy pointed out in response to a ques 
tion raised by Congressman Biester and myself that there are other 
considerations. I just throw this out to the panel.

Would you say that the principal reason why we are lagging 
behind in our exports to Eastern Europe is that we have political 
restrictions rather than security restrictions on our statute books.

Mr. SHIELDS. I think our lag could be attributed to a number of 
different reasons. Certainly, political considerations would be one. I 
think that we are aware of some political considerations now, which 
may act as a restraint, in the export of U.S. goods to the Soviet 
Union. I think there are other factors involved as well.

I think the United States, until comparatively recent times, has 
been rather inward looking, as far as its international trade is con 
cerned. The size of the international trade sector in the United 
States has not been as great in proportion as those of some of our 
COCOM allies, for example.

And I think the internal size of the American market dictated the 
attention, first of all. to the market within the United States. I 
think, also, our geographical situation, where we, do not have 
common borders with the Warsaw Pact countries, nor the proximity 
to the Soviet Union, i Iso has something to do with that. So 1 think 
that it is a combination of factors. And I think a very minute exam 
ination of the items which go from our COCOM allies to the Soviet 
Union and to the Warsaw Pact countries would be required before 
we would be able to say that in fact, that they are violating COCOM 
regulations, or that there is something more to this other than na 
tional trading relations which have developed.

CAINS FROM TRADE

Mr. WIIALEN. Second, could you address yourself to a point raised 
by one of our witnesses last week? lie referred to the principle of 
"gains from trade", or the releasing of resources, when we ship any 
thing, especially on credit, to another nation.

I received communications from constituents who argue that by 
our sending wheat to Russia we are releasing resources there that 
can be employed in developing and expanding their own military 
program.

Mr. SHIELDS. T think it is true, without any question, that there 
are gains to be recognized from trade. And of course, that is why
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trade occurs. It takes two partners, and each partner, the exporter 
and the importer both feel that they have something to gain from 
that transaction. I think that is logical, and certainly it is the case.

I think it is also true that any time we ship anything, presumably 
we are freeing resources which would have had to have, been devoted 
to that particular item, wheat, if you will, and free these resources 
so that, thoy can be, applied elsewhere, perhaps in military programs. 
That is frequently the inference. T have heard other people explain 
that sometimes the Sears-Roebuck catalog demonstration principle 
also works, in that we arc diverting foreign exchange from perhaps 
more essentia 1 item which might have been spent on military 
goods, and insteau. are going to be, spent on some of our luxury 
goods. So that -s another way of looking at this case. But I think 
more realistically we have to examine our aims, our goals, in allow 
ing trade to take place. Certainly, peaceful trade in nonstraiegic 
items is something which we all desire. The communication between 
the countries involved is increased. The understanding of the way 
we do business. Certainly. I have heard some of the Soviets speak 
very highly of the efficiency of our business community. And of our 
free enterprise, system. Although perhaps not described in those 
terms.

But there are gains to be achieved in diplomatic ends, in cultural 
ends, in terms of trade. 1 think we have to weigh against those 
gains the possibility that we may be freeing resources to do some 
thing else. I think that if we were to take that view to its logical 
conclusion, we would totally embargo trade with the Warsaw Pact, 
and the Soviet Union, particularly, and no further trade of any 
kind would hike place, Hut T don't think any of us would like to see 
that kind of world.

I think ii we concentrate on those items that have a strategic mili 
tary purpose, then, I think our goals are far better met.

Mr. WIIALKX. Thank you. Mr. Chairman.

80VIKT MILITARY CAI'ABILITV

Mr. BIXGIIAM. Thank you. Dr. Shields. On the last page of your 
statement, you say, ''in terms of our national security, the result is 
that the Soviets have less accurate, less reliable, more vulnerable and 
more costly weapons system." That is not always the kind of state 
ment that we hear from the, Department of Defense.

I wonder if you could, in any way, quantify, or give us an indica 
tion of how important this is in the total picture, what you are talk 
ing about.

Mr. SHIELDS. Mr. Chairman, as I pointed out in my statement, 
our security trade controls have retarded the acquisition by the 
Soviets of production capabilities in a number of militarily signifi 
cant technologies. The result is that, by comparison with what they 
might have achieved had our export control sytem been ineffective, 
the Soviets today have inferior inertial instrumentation, precision 
guided weapons, satellite-borne, sensor technology, high bypass-ratio 
turbofans, air-to-air missiles, computers, integrated circuit fabrica 
tion, ai-.c' numerically controlled machine tools. The cumulative
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impact of Soviet inferiority in these areas is that they have less 
accurate, less reliable, more vulnerable and more costly weapons sys 
tems than would otherwise be the case. I for one, have no question 
about the magnitude of the Soviet effort in the defense area. One of 
my other tasks in my position is to examine the Soviet defense 
budgets, and the types of things which the Soviets are doinjr. But I 
have no doubt about the great magnitude of their efforts, the direc 
tion of their efforts, and trends of the past years. This is very lis- 
turbing to me. T can only say I am thankful our controls have 
worked as a drag on that Soviet effort. This would say nothing 
about the absolute magnitude with which we are vitally concerned. 
Even with this system, the Soviet effort is certainly a great one. 
There is no question about it. And I think that in no way is this 
statement inconsistent with other thiiurs vou have heard from the 
Defense Department regarding the Soviet defense effort.

Mr. BIXGIIAM. In using these terms, you are using them in rela 
tion to what might otherwise have been the case. Not in relation to 
what the United States has. I take it.

Mr. SHIELDS. That is correct. These are only terms comparing the 
Soviet effort, or the Soviet potential, in the absence of these efforts, 
compared with what in fact has occurred.

TRADE FAIRS AND DISPLAY OF TECHNOLOGY

Mr. BINOHAM. One final question, I understand that there is con 
siderable latitude in terms of trade fairs and the display of technol 
ogies that might not be exportable under these procedures. Is that 
correct? And if so. is that some kind of an invitation to some form 
of evasion ?

Mr. DOWXEY. As a matter of policy, we, do not permit an Ameri 
can exporter to exhibit at a trade fair, a commodity which we have 
reason to believe we would not license for sale. This reduces the risk 
of a situation occurring where a product on display, presumably for 
sale, or for demonstration at a trade fair, whets the appetite of a 
prospective rmrchjiser. Th,i f is <-Vie noTicy which we have been oper 
ating under. Not all of our COCOM allies have the same policy. Some 
believe that for one reason or another, it is permissible and desirable 
to permit products to be displayed, but not sold, even if those prod 
ucts are not oi^s which we would otherwise agree to sell. In other 
words, this is the Sears-Roebuck approach. If a company wants to 
show that it excels in a certain area, it would show its most 
advanced commodity, understanding that it would not be permitted 
to sell it. But it would sell only lesser commodities.

Mr. BTXOTTV". r>o TOU consider that a problem in terms of the 
operations of COCOM? ~

Mr. DOWXEY. The most significant problem is one of perception 
on the part of the American exporter. If the exporter is unaware of 
the differing viewpoints within COCOM on this subject, and at a 
given trade fair, he sees a commodity which one of his competitors 
has on display, he might not appreciate that the commodity is not 
for sale, but merely on display.
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Mr. BIXGIIAM. To what extent does the mere display of the item 
reveal the technology?

Mr. DOWXEY. To the extent that the display of any commodity 
would reveal strategic technology it must be licensed. Therefore, 
there are no commodities on display, if it is felt that there would bo 
a transfer of technology merely by the display of the item.

Mr. BINOHAM. That would be true of COCOM? Other COCOM 
countries?

Mr. DOWXEY. Yes.
For the most part, these are products which are already in the 

display catalogs of the companies involved.
Mi\ B'xoiiAM. Gentlemen, thank you very much.
Mr. BIESTER. Mr. Chairman, I am reminded by you earlier in the 

contest for the most complex flow chart, apart from the example you 
offer. Mr. Downey, of just getting a bill through at all, you might 
review the new budget procedures Congress now has. Senator 
Muskie did have an exhibit in the Record recently. It ought to pre 
vent some dollars from getting out the other end, but it undoubtedly 
won't.

Mr. DOWXEY. We accept that challenge. We will try to produce 
some more involved flow chart. I understand.

Mr. BIXGIIAM. Thank you very much, gentlemen. You have been 
very patient. I apologize for the heat. It is the fault of our friends 
from the media.

[Whereupon, at 4:25 p.m., the subcommittee adjourned, subject to 
the call of the Chair.]
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EXPORT LICENSING OF ADVANCED TECHNOLOGY:
A REVIEW

WEDNESDAY, MABCH 24, 1976

HOUSE OF KEPRESENTATIVES, 
COMMITTEE ON INTERNATIONAL RELATIONS, 

SUBCOMMITTEE ON INTERNATIONAL TRADE AND COMMERCE,
Washinngton, D.C.

The subcommittee met at 2:15 p.m. in room 2255, Rayburn House 
Office Building, Hon. Jonathon B. Bingham (chairman of the sub 
committee) presiding.

Mr. BINGIIAM. Other members will be returning shortly, so the 
subcommittee will be, in order.

The Subcommittee on International Trade and Commerce today 
continues its review of the licensing of advanced technology for 
export under the Battle Act, the Export Administration Act, and 
related statutes.

Today's witnesses represent private industries and firms engaged 
in the export of advanced technology. The subcommittee welcomes 
you. We appreciate your willingness to share with us your experi 
ences and views on this important area of our foreign economic 
policy.

Since the list of witnesses and the written statements submitted 
for the record are quite lengthy. T would urge the witnesses to sum 
marize their statements and to adhere strictly to a time limit of 10 
minutes per witness. If necessary, the Chair will tap the gavel 
lightly when 10 minutes have elapsed, after which the witnesses will 
please terminate their remarks as quickly as possible.

T understand that Mr. Alan Spumev, representing the Joint 
High-Technology Industries' Group on Export Administration, and 
Mr. Thomas A. Cliristinnsen..representing the Western Electronics 
Manufacturers Association, both have other commitments which will 
require them to leave shortly, so the Chair is glad to call Mr. Spur- 
ney and Mr. Christiansen as the first witnesses.

The subcommittee will hear next from Mr. James A. Gray, repre 
senting the National Machine Tool Builders Association; Mr. 
Edward W. Stimpson, General Aviation Manufacturers Association: 
and Mr. Peter F. McCloskey, Computer and Business Equipment- 
Manufacturers Association.

Finally, the subcommittee will hear from Mr. Frederick Van 
Veen, representing Teradyne, Inc., of Boston; and Mr. Albert 
Maria, representing Wang Laboratories of Tewksbury, Mass. I
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understand that Mr. Maria's statement also reflects the views of the 
International Center of New England, Inc.

Gentlemen, again I want to thank you for being with us. Will you 
proceed, bearing in mind our pressure of time. Mr. Spurney ?

STATEMENT OF ALAN B. SPUHNEY, JOINT HIGH-TECHNOLOGY 
INDUSTRIES' GROUP ON EXPORT ADMINISTRATION

Presently Staff Director, International Business Council of EIA, Mr. Spur 
ney joined the Association in August, 1973, as Assistant Director of the Inter 
national Business Council. From 1961 to 1967, he headed his own firm in 
Switzerland specializing in licensing and acquisitions. Following that, he 
served as Vice President for Business Development with Adela Investment 
Company and its subsidiary, Adelatec, in Lima, Peru, from 1968 to 1972. Mr. 
Spurney is a graduate of Yale University in Industrial Engineering, and has 
served as a submarine communications officer in the U.S. Navy.

Mr. Spurney lives with his wife, Nicole, and their two children in Kensing 
ton, Maryland.

Mr. SPURXEY. Congressman Bingham and distinguished members 
of the subcommittee, I am Alan Spurney, director of the Inter 
national Business Council of the Electronic Industries Association.

I am appearing hero today as the selected spokesman for a volun 
tary, ad hoc group formed with the identifying title of the "Joint 
High-Technology Industries' Group on Export Administration."

(Subscribing to the views expressed here are the Aerospace Indus 
tries Association, the General Aviation Manufacturers Association, 
the National Machine Tool Builders Association, and ourselves, the 
Electronic Industries Association.

This testimony is not intended to supplant the views of any other 
high-technology industry trade organization opting to present its 
individual views on behalf of its members.

At the outset, we are aware that the Government has appeared 
before you in the past few days. We have read some of the testi 
mony. We do not intend to indulge in the game of numbers.

Our industry people deal with the various Government license 
authorities on a daily basis. They work at establishing a mutually 
satisfactory working rapport. But, in all candor, when the Govern 
ment tells you, via statistics, that all is well, that is only the tip of 
the iceberg that is visible. We believe this review is both necessary 
and timely, and the private sector appreciates being heard.

Realize, if you will, that the views to follow represent the consen 
sus of a group whose annual contribution to the gross national prod 
uct runs into $70 billion, with an impressive role in world trade of 
about $15 billion in combined yearly exports.

Mr. Chairman, these figures are not contrived nor quoted to this 
body in idle terms. If anything, they should be used for measuring 
the relative impact of the Nation's high-technology industries on the 
U.S. balance of payments.

We welcome this opportunity to voice our particular and valid 
concerns about several aspects of the administration of export con 
trols under the present act as a current mitigating influence on the 
foreign trade efforts of a range of T'.S. high-technology industries.

It is ironic that in this, our Bicentennial year, the question of con 
trolling trade to certain countries becomes a focal point the same as
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it was 200 years ago when our Founding Fathers were debating 
resumption of trade with England.

We hope that our legislators will heed our inputs in order that the 
country may grow and prosper over the next 200 years as it has 
done in the past 200.

ADMINISTRATION OF EXPORT CONTROLS IS CUMBERSOME

Our industry fully supports export controls as necessary to the 
national security of the United States and also as an extension of 
U.S.'foreign policy. However, administration of these controls has 
become so cumbersome that it impedes commercial activity and pre 
vents U.S. business and industry from performing in a timely and 
profitable manner.

Please observe our emphasis of commercial and industrial. We are 
not today speaking of munitions control or foreign military assist 
ance but rather of licensing the exports of commercial and 
industrial equipment and component parts to controlled destinations.

We urge the Congress to reaffirm the policy, stated in the present 
Export Administration Act, giving vigorous and practical support 
to the commercial involvement of U.S. private enterprise in today's 
interdependent world.

Further, we recommend that existing law be strengthened so that 
procedures of involved Federal agencies will be simplified, expe 
dited, and made to yield results more equitable to private enterprise.

In the changing climate of international and domestic economic 
conditions, a need surfaces for a new Government commitment, a 
commitment in terms of an ongoing policy assessment of the stra 
tegic impact of U.S. export control judgments.

Judgments have not kept pace with the U.S. high-technology 
industries' potential to penetrate international markets, through 
product sale and technology transfer. This is particularly true of 
our attempts to secure business from the U.S.S.li. and other non- 
market countries.

Because of poorly defined and partially hidden Government policy 
directives, GUI'S and other leading-edge technology industries are 
hampered in our efforts to maintain profit margins.

When dealing in this arena, sales forecasting, a basic essential to 
any business, cannot be performed with the slightest degree of accu 
racy because of the chance of license denial. Price and delivery, two 
fundamentals on which many sales hinge, cannot be quoted with 
accuracy.

By the time U.S. export controls are applied, determining whether 
or not a license can be issued, production costs have risen, and we 
are behind on delivery.

All of this, coupled with the fact that we have made large invest 
ments prior to applying for the licenses, places us at an extreme dis 
advantage in world trade.

T.S. LICKXSIXO PROCESS HAS RKCOME A NOXTARIFF BARRIER

Gentlemen, one of the complaints most often voiced by onr mem 
bers is the length of time required to obtain a license to ship to
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controlled destinations those items classified as "A" or strategic on 
the commodity control list. The system has become so unwieldy and 
cumbersome that it is now looked upon as a nontariff barrier 
imposed by our own Government.

The U.S. licensing system is viewed by our foreign competitors as 
one of their selling advantages. Even orders as small as $1,000 to 
$5.000 may take from 6 to 8 months before, approval or denial is 
obtained.

Four to 5 months is not uncommon for obtaining a license for a 
previously approved commodity, to a previously approved end user, 
for a previously approved end-use. We will not even discuss the 
cases that have, taken longer, as even the times quoted here have 
placed us at a seriously competitive disadvantage.

We are aware of the position of the Department of Commerce 
that the great bulk, some 85 percent, we are told, of all license appli 
cations are processed in a matter of a few days. We apparently rep 
resent the 15 percent where such speed is not incident to handling, 
despite the fact that the very nature of our products—electronic 
systems, equipment and components, machine tools, and aero 
spaces/aviation equipment—is such that they probably represent, 
dollarwise, a substantial majority of United States industrial product 
exports.

Let us remember that U.S. companies have been encouraged to sell 
to controlled destinations not only through the same legislation that 
controls these sales, but also by a very active Federal Government 
sales promotion program. It should also be emphasized that our com 
panies are competing with others in the free world for this business.

EXP??KT LICENSE APPLICATION REQUIRES SI/ABLE INVESTMENT

In order to apply for an export license for an "A" commodity to a 
controlled destination, a company must have a firm order, which 
means that it must spend a considerable amount of time and money 
in advance to obtain this order. This amount, by the way, is much 
greater than marketing costs that would be spent, obtaining compa 
rable orders in the free world.

It is ridiculous to think that any company is content to sit quietly 
by while an application winds its way through a bureaucratic maze 
that is unparalleled in these modern times, particularly with the 
amount of money that has already been invested.

Compounding this situation is the fact that our allies, which are 
also our industries' greatest competitors, can obtain processed licen 
ses for identical items in a maximum of 6 weeks, including any 
international controls they may choose to impose. We have just 
recently verified these times through various foreign governments.

What can be done about this situation? We felt that a partial 
answer was at hand when, at the last review of the Export Adminis 
tration Act in 1074, you put in a 00-day limit on processing time.

However, a loophole was found, and letters notifying an applicant 
of needed additional time have become a common sight in our mem-
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bers' mail. "We, therefore, urge Congress to take a firm stand in this 
area.

PROPOSED NEW TIME LIMIT

We recommend that a period of 60 days be allowed to approve or 
deny a license, and, if additional time is needed, the time 6? limited 
to one 60-day extension. If a derision is not made at the ^nd of a 
maximum of 120 days, the application will receive an automatic 
approval.

This time frame is realistic provided that you, the Congress, man 
date that the entire export control operation as it pertains to all 
departments and agencies be updated from its present manual inten 
sive form to a modern, practical, well-managed system.

AVe urge you to spoil out the intent of the law, as well as its 
parameters, in terms unmistakable at all levels of Government. To 
this end, we recommend that the Congress provide the Secretary of 
Commerce with authority to develop, implement, and enforce regula 
tions governing all nonagricultural exports not appearing on the, 
munitions control list. The authority should be extended to include 
all departments and agencies involved in the processing of export 
licenses either actively or in an advisory capacity.

In view of the time——
Mr. BINOIIAM. I was going to ask. Mr. Spurney, since you repre 

sent such a large number of companies. I wonder if any of the other 
witnesses would like to yield you time, as we sometimes do in the 
House.

If not, I am afraid we will have to say that your time has 
expired, and your whole statement will appear in the record as pre 
sented. 1 It is obviously an important statement, but. if each of the 
gentle-men wants a full 10 minutes, 1 am afraid we will have to stick 
to that schedule. I thank you, sir.

Mr. Christiansen.

STATEMENT OF THOMAS A. CHRISTIANSEN, WESTERN ELEC 
TRONICS MANUFACTURERS ASSOCIATION (WEMA)

Thomas A. Christiansen, born December 2, 1922 majored in physics and 
graduated from Carleton College. Northfleld, Minnesota in 19-44 with a Bache 
lor of Arts degree. In l!>r>4 he received a Master's deg.-ee in Business Adminis 
tration from Harvard. University.

Prior to joining the Hewlett-Packard Company, Mr. Christiansen was 
employed by the Illinois Bell Telephone Company as a Transmission Engineer.

He also served as a First Lieutenant in the I'.S. Army Signal Corps in 
Europe during World War II and in this country during the Korean Emer 
gency.

Mr. Christiansen lias been with the Hewlett-Packard Company since 1954. 
During this time he has held a variety of positions in sales, manufacturing iiiid 
development and, since 1!>."M), in the international area. He has served as 
Export Sales Manager, Manager of Hewlett-Packard's Western Hemisphere 
Trade Corporation and Manager of International Phinning. lie currently holds 
the position of Manager of International Trade Relations.

Mr. Christiansen is presently serving as Chairman of the San Frtinciwo Dis^ 
trict Export Council and Chairman of the Instrumentation Industry Sector 
Advisory Committee established under the Trade Keform Act of 11174 to pro 
vide advice on tariff and non-tariff matters to the U.S. GATT Negotiators. He

1 Mr. Spurney's entire prepared statement appears on p. 126.
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is also a member of the Computer Industry Sector Advisory Committee. From 
1974 to 1976 he served as Chairman of the U.S. Department of Commerce's 
East-West Trade Advisory Committee and is currently an active member of 
that committee. From 1971 to 1974 he served as Chairman and presently serves 
as Vice Chairman of the International Committee of WEMA—a trade organi 
zation of some 740 high technology companies located mainly in the Western 
United States.

He is also active in a number of other professional organizations including 
the International Committee of the U.S. Chamber of Commerce, the joint gov 
ernment-business Western International Trade Group, the World Trade Com 
mittee of the California Chamber of Commerce, the California Council for 1 
International Trade, the World Trade Committee of the San Francisco CI am 
ber of Commerce, the World Trade Council of the West, the San Francisco 
Export Manager's Association and the Santa Clara Valley World Trade Club.

Mr. Christiansen is President of the Pnlo Alto Lions Club and has been a 
director and an officer of the local Junior Achievement Program for a number 
of years. He is also active in other civic affairs.

Mr. CHRISTIANSEN. "Air. Chairman, thank you. I am Tom Chris 
tiansen, manager of international trade relations for the Hewlett- 
Packard Co. We are a major manufacturer of electronic products.

I am here to represent WEMA. WEMA is a trade association of 
over 730 electronics high-technology companies located mainly in the 
western United States.

Most of WEMA's member firms are small companies; a number 
are large, but most are small. As a result, some of my comments will 
pertain to the effect of export control legislation and administration 
on small companies.

REPORT OF DEFENSE 6CIEXCE BOARD TASK FORCE

I would like to discuss five areas. The first of these is technology 
transfer. The Defense Science Board Task Force on Export of U.S. 
Technology has just issued its report. I received a copy only yester 
day, so I am not prepared to discuss it in any depth. I would how 
ever, like to respond in writing giving WEMA's views on the 
report's conclusions and recommendations. 1

WEMA believes that the Task Force, in putting its finger en 
nonembodied technology—technology in the form of E & D, engi 
neering, blueprints and things like that, has succeeded in putting the 
emphasis in the right spot.

The task force shows less concern over embodied technology, tech 
nology in products. I think we would agree with this analysis 100 
percent. In our experience, technology contained in products is vir 
tually unextractable. We agree that a simplified system of evaluation 
based upon the product characteristics and not so much upon the 
end use or the end user, would be much more desirable than the 
present lengthy case-by-case type of analysis.

We were disturbed a little at one recommendation in the task 
force's report. This recommendation states that, since the reexport 
controls the United States exercises over other countries are not very 
effective, technology transferred to any non-COCOM Western Coun 
try should iiot be any greater than that which the United States would 
be willing to transfer to the Soviet Union directly. I cannot buy 
that.

'WEMA's views on the report of the Defense Science Board Task Force appear 
os p. 134.
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I think such a sweeping change would be inappropriate. It would 
mean, for example, that a U.S. firm with a plant in Australia 
wouldn't be able to transfer any key technology to it. I don't think 
that would be at all appropriate.

As I said earlier, AVEMA would like to comment in writing on 
the task force's recommendations.

WEMA's major concern with the question of technology transfer 
is that, any internal system developed in this country to really stop 
the flow of technology abroad, would have to be so extensive and so 
intensive that it might well inhibit the future development of tech 
nology in this country and thus damage our present edge. In our 
view, this would be disastrous.

Two years ago, the Congress considered Senate bill 3282. One of 
the provisions of this bill was a reporting requirement by which the 
Department of Commerce would receive 15 days after the signing of 
a technological agreeinent with a Communist country a description 
of the agreement for their review.

AVEMA had no objection to the measure at the time and does not 
have any now. This measure might be a useful device to consider 
writing into the legislation extending the Export Administration 
Act of I960. Fifteen days is a little short. I think it should be made 
somewhat longer, but the basic idea seems to be a good one.

^ TECHNICAL ADVISORY COMMITTEES

The technical advisory committees are another subject of great 
interest. A number of WEMA's member companies have people 
serving on these committees. AVe believe the committees serve a 
useful purpose, and should he continued.

One of the major problems of these committees seems to be a lack 
of knowledge of whether or not their recommendations and their 
advice are being utilized. Let me put it this way: The committee 
members presently receive virtually nothing in the v.ay of feedback.

Committee members that I have talked with for example, feel ter 
ribly hampered because they put in considerable time and effort, 
developing suggestions and recommendations, but get no feedback. 
This is very frustrating for them, and AA'EMA believes a two-way 
flow of information should be established. This could be done rather 
simply by adding a paragraph to .the Export Administration Act to 
this effect:

To facilitate the work of the technical advisory committees, the Secretary of 
Commerce, in conjunction with other departments and agencies participating in 
the administration of this act, shall disclose to each such committee, adequate 
information, consistent with national security, pertaining to the reasons why 
their recommendations were or were not accepted.

Another problem expressed by members of these committees is the 
shortness of their terms. The term is 2 years, a length of time with 
which you gentlemen are very familiar with. The effect is that the 
industry members go to two or three meetings, meet the other mem 
bers, find out what they are supposed to do, and then their term 
expires before they have accomplished a great deal.

WEMA's suggestion is to extend the term for industry members to 
3 or possibly 4 years.
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LICEXSIXO DEI ATS

Licensing delays are another problem. You have heard a lot about 
these delays. Two years ago. as Al Spurney has pointed out, a 90- 
day requirement was introduced.

We thought that this would help a great deal, but if you will look 
at the chart I have included on page 17 of my prepared statement 
you will see that the sitration has gotten worse. The dashed line on 
this chart reproduces information on Hewlett-Packard's applications 
which I submitted V2 years ago, and this largely supported the 90- 
day requirement. At that time about two-thirds of the applications 
were handled in 00 days. The solid line represents my company's 
experience since that time, and you see things have deteriorated. 
Instead of 90 days, something like 4i/2 months is now required to 
process two-thirds of the applications.

The Department of Commerce lias been very good about sending 
out 90-day notices. We get lots of them. On page 19, you will see 
that the 90-day notices really fall into four categories; the texts 
have been lifted verbatim.

In the 12 months from the 1st of October. 1974, to the end of Sep 
tember 1975. we submitted -294 export license applications for the 
U.S.S.R. and socialist countries of Eastern Europe. In the year 3 
months removed—that is. calender 1975—we received 101 90-day let 
ters. These figures correspond very closely to those mentioned by 
Secretary Downcy.

Secretary Downev has mentioned to you, I believe, that a great 
shake-up is going on in the office of Export Administration. They 
are getting more people. They are putting in overtime. They are 
trying to cut down the backlog. Thnt is wonderful. We are, all in 
favor. I just hope they keep it up.

I think one of the things that would help keep the pressure on 
would be for the Congress to be periodically posted on the progress 
being made to reduce licensing delays. Therefore, we suggest that 
every other semiannual report include a summary of those actions 
which have been taken or which are contemplated to meet or exceed 
the objective of approving or disapproving export license applica 
tions within 90 days after submission.

I think it would be useful for you gentlemen to have this infor 
mation, and I think it would help the Comnienv Department in 
their efforts to make sure that license applications are handled 
quickly.

TEMPORARY DISPLAY OI! DEMONSTRATION" OF EQUIPMENT

The next to the last item I would like to mention is the particular 
difficulty we have in obtaining export licenses to temporarily display 
or demonstrate equipment in the Soviet Union and East European 
Countries.

This is because F.S: practices are quite different from those 
employed by most other countries. Two years ago, the Secretary of 
Commerce was asked to report on various retrictive licensing proce 
dures that the United States was using. lie issued a report and sub 
sequently decided th'it the licensing arrangements in regard to dis 
play or demonstration equipment couldn't be changed.
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WEMA thinks that it is tine to ask the Secretary to reexamine 

the situation and issue another report not only in regard to this par 
ticular practice, but other unusual practices as well.

LICEXSIX i3 CLASSIFICATIONS

The last item I want touch on is the difficulties in determining 
licensing classifications. . nis is a particular problem for small firms. 
Many small high-technology companies do not export for their own 
account. Instead, they contract with firms who are shippers to do 
this for them.

These small firms, however, are constantly plagued with the need 
to determine whether their products are licensable. This is difficult 
to do since the regulations are written for the exporter. Control list 
ings, for example, are based on the schedule B, the export statistical 
system of the Census Bureau. To find your way into the control list 
you have to know about the schedule B and this means that you 
have to be some sort of an exporter in the first place.

Our suggestion is to have the Commerce Department publish what 
is really a listing by function—not by commodity, but by function— 
of the controls. This could be a fairly short list, not more, than 1'2 
pages or so, we would think.

Such a brief list, of course, would not be complete and, if any 
thing, would err on the side of conservatism. However, it would give 
a small company a chance to see where its products fell. If they fell 
into a licensable category, the company could ask somebody—a 
freight forwarder, a larger exporter, the local field office of the 
Commerce Department, etc.—for help.

Mr. Chairman, this has been a very rough runthrough of my pre 
pared remarks.

[Mr. Christiansen's prepared statement and letter follow:]

PREPARED ST.VTKMEXT OK THOMAS A. CIIRISTIAN'SK.N, WESTERS ELECTRONICS 
MANTKACTVKKRS ASSOCIATION (WEMA)

Mr. Chairman and members of the subcommittee. I am-Thomas A. Chris- 
tiansen. Manager of International Trade Relations of the Hewlett-Packard 
Company, 1'nlo Alto, California. My company is a major designer and mann- 
fiii'tnror of test instrumentation used in the fields of electronics, medicine and 
chemistry for scientific rescurcli, engineering, production and maintenance. The 
company also designs and manufactures sophistic-sited calculators and engineer 
ing-oriented computers and selected peripheral equipment.

Hewlett-Packard is a founding member of WEMA. and it is on behalf of 
WEMA's member linns that I am appearing here today to testify on the 
export licensing of advanced technology. My testimony will concentrate on the 
national security provisions of the E-port Administration Act of l!tC!l as 
amended and extended by the Equal Export Opportunity Act of 1972 and the 
Export Administration Amendments of 1SI74. In the course of my testimony I 
will describe the current administration of the Act as experienced by WEMA 
memlier companies and suggest several legislative changes which would 
improve the ability of T'.S. firms to compete against their West European and 
Japanese counterparts in the expanding markets of the TT.S.S.R., the Socialist 
countries of Eastern Europe and the People's Republic of China.

WEMA is a trade association of over 730 companies, located primarily in 
the Western United States. WEMA member companies share a common inter 
est in that they are all engaged in sophisticated electronics and information 
technology. A preponderance of WEMA member companies are small-to-mediuin 
in size, designing and manufacturing sophisticated components and equipment 
for a number of end markets. Some of the types of products WEMA member 
companies manufacture are: semiconductor devices, such as trausisters, diodes,
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and integrated circuits; test equipment such as oscilloscopes, signal generat -rs, 
counters and voltmeters; computers and computer peripheral equipment; calcu 
lators; telecommunications equipment, such as radio transmitters and receiv 
ers ; and finally, components such as tubes, resistors, capacitors and similar 
items.

The sale of high-technology products abroad, such n.s those manufactured by 
WBMA member companies, has been one of the prime areas in which the U.S. 
has continued to hold its own in the world marketplace. According to U.S. 
Department of Commerce statistics, the favorable balance of technology inten 
sive exports over imports ranged from $7.5 billion to over $10 billion between 
1957 and 1973. In 1974, the last year for which Department of Commerce sta 
tistics are available, the favorable balance of trade in these product areas was 
$10.7 billion.

Despite strong competition abroad, most WEMA companies have been suc 
cessful in maintaining a technological lead over their foreign competitors and 
have performed well in the international marketplace. In a recent survey, 189 
responding WEMA companies—whose sales volume amounted to slightly over 
$4 billion in 1973 or approximately 54% of the total sales of our entire mem 
bership—indicated that 27% of their 1973 sales came from the export of U.S. 
manufactured products. This is n substantial increase over several years ago 
when a majority of the respondents to a similar survey indicated that their 
international sales represented between 59e and 15% of their total volume.

Some WEMA member companies are much more deeply involved in interna 
tional trade. For example, in 1975 half of the $1 billion in orders received by 
my company, Hewlett-Packard, came from outside the United States. U.S. 
exports represented over 70% of our international volume. Only a relatively 
small amount of Hewlett-Packard's products, however, have been sold in the 
Communist countries—some $14 million in 1975, for example. This is not too 
surprising since the People's Republic of China is a relatively new area, aad 
up to the end of 1967 my company did very little to sell its products in t.'ie 
USSR and the Socialist countries of Eastern Europe.

Other WEMA member companies also experience relatively low sales vol 
umes in these areas. This is not due to any particular lack of credi* ; the piod- 
ucts of a large number of WEMA companies enjoy a good reputat'on for per 
formance, quality and price and since the value of n typical transaction is 
relatively small, bard currency can usually be found. Instead the low volumes 
seem to be due to other factors such as the various export controls which 
limit the products that can be sold, and to less technically sophisticated and, 
hence, smaller sized markets in the U.S.S.R., the Socialist countries of Eastern 
Europe and the People's Republic of China.

Low volumes are also due to: <1) the historic close trading relationship 
between Western and Eastern Europe, where the former has been a major sup 
plier of more highly sophisticated manufactured goods and the latter has been 
a traditional source of raw materials, agricultural products, chemicals and cer 
tain usually simpler manufactures, (2) the rigidities of the Communist state 
trading systems and the attendant difficulties this poses for U.S. businessmen 
and, (3) the shortage of hard currency and the scarcity of attractive products, 
marketing skills and equal tariff treatment needed by the Communist countries 
to compete in the U.S. market, en effort which would earn funds which could 
be used to purchase U.S. goods.

Despite these and other difficulties, Communist markets are of increasing 
importance to U.S. high-technology firms. Some figures may be helpful. In 1970, 
only $350 million, less than 1% of the $-13 billion in U.S. exports, went to the 
USSR and Eastern Europe. By 1975 this amount had grown nearly 8 times to 
$2.75 billion. Although agricultural exports accounted for about two-thirds of 
tliis figure, industrial commodities have assumed considerable prominence 
rising seven-fold in the past t«n years to nearly $1 billion in 1975. Technology 
intensive product & represent about half of this ji billion figure, the market for 
such U.S. products in the Soviet Union and Eastern Europe having quadrupled 
from 1972 to $430 million in 1974.

The provisions of the Export Administration Act pose particular problems to 
every U.S. firm selling high-technology products to the Communist countries. 
The Act is a living document and. as such, fully reflects, the ambivalence with 
which the United States, and all capitalist countries for that matter, view the 
Communist countries and their ideologies. As the mood of the United States
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has changed from time to time, these changes in attitude have been reflected 
in various amendments to the Act. For example, the shift from the deep hostil 
ity of the early 1950's to a more moderate position at present which recognizes 
the importance of reaching accommodations short of armed conflict. Improved 
communications forms an important part of this process and the Congress, in 
modifying the Act in recent years to permit an increased flow of non-strategic 
transactions, has recognized that commercial trade in peaceful goods can do 
much to stimulate communications.

Before reviewing the way in which the current provisions of the Export 
Administration Act of 1!)U!) affect high-technology U.S. firms it is useful to 
review some of the liberalizing changes which have occurred in recent years.

THE EXPORT ADMINISTRATION ACT OF 1969

The Congress, in drafting and passing the Export Administration Act of 
1969, made extensive changes in the more restrictive economic and potential 
military usage provisions of the preceding Export Control Act of 1!H9. The 
Congress declared "It is the policy of the United States * * * to encourage 
trade with all countries witli which we have diplomatic or trading relations 
except those countries with which such trade has been determined by the Pres 
ident to be against the national interest * * *". This forthright change in 
emphasis encouraged many previously reluctant U.S. exporters to begin the 
arduous and expensive task of actively selling in the USSR and the Socialist 
countries of Eastern Europe. The clearly expressed intent of Congress to pro 
mote trade in peaceful goods also encouraged the Administration to reduce a 
great number of unilateral U.S. export controls, to narrow the licensing differ 
entials which has existed between the various Communist countries, and to 
modify some administrative practices which had been weighted towards denial.

THE EQUAL EXPORT OPPORTUNITY ACT OF 197::

In the Spring of 1972 the Congress conducted oversight hearings on the 
Export Administration Act of !!)(!!» and subsequently prepared further liberaliz 
ing and extending legislation. These provisions, signed into law as "The Equal 
Export Opportunity Act of 1972". emphasized the concern of the Congress over 
the adverse effect on the U.S. balance of payments exerted by excessive con 
trols, particularly those which are greater than those imposed by other 
friendly western countries.

To remedy this situation, the Secretary of Commerce was directed to 
remove, so far as the security of ths United States permitted, unilateral U.S. 
controls over commodities available" * * * without restriction from sources 
outside the United States in significant quantities and comparable in quality to 
those produced in the United States * * *". After 'i relatively slow start, 
almost all of the remaining small number of unilateral controls over high-tech 
nology electronic products were removed. By e-..rly 1973 most WEMA member 
companies were operating under virtually the same controls as their West 
European and Japanese competitors.

The equal Export Opportunity Act of 1972 also declared it was the policy of 
the United States to subject all controls to Governmental review in consulta 
tion with qualified experts from private industry. To effect this review, the 
Secretary of Commerce was directed "upon written request by representatives 
of a substantial segment of any industry which produces * « » (commodities) 
* * * subject to export controls * * * (to) appoint * * * Technical Advisory 
Committee(s|* * * (consisting) of representatives of U.S. industry and Gov 
ernment". These Technical Advisory Committees were to lie "consulted with 
respect to questions involving technical matters, worldwide availability and 
actual utilization of production and technology, and licensing procedures which 
may affect the level of (unilateral U.S. and COCOM) export controls * * *".

As a result of this legislation, the Secretary of Commerce established seven 
Technical Advisory Committees: Semiconductors; Semiconductor Manufactur 
ing and Test Equipment: Numerically Controlled Machine Tools: Telecommu 
nications Equipment; Computer Systems; Computer Peripherals; Components 
and Related Test Equipment ; and Electronic Instrumentation. These commit 
tees have met a number of times during the past three years.

The Equal Export Opportunity Act of 1972 also directed the Secretary of 
Commerce to submit a special report to the President and the Congress which 
would, among other tilings, list "* * * any procedures applicable to export
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licensing in the United States which may be or are claimed to be more bnrden- 
some than similar procedures utilized in nations with which the United States 
has defense treaty commitments, and the reasons for retair'- : such procedures 
in their present form." Prominent among the burdensome uocedures listed in 
the report, dated May 29, 1973, was the U.S. policy of not permitting tempo 
rary exports of U.S. strategic good:; for display and demonstration in Commu 
nist countries unless a good likelihood exists that permanent sale would he 
approved. The report stilted that, no conclusion had been reached on this prac 
tice and indicated that it, along with a number of other burdensome proce 
dures was subject to continuing discussion between the Department of Com 
merce and its advisor agencies. The Export Administration Report covering 
the second quarter of 1U74 issued a year later stated (on page 13) that 
"Recent interagency re-review * * * led to a conclusion that * * * Hiere are 
unacceptable security risks in altering present practice(s)". Accordingly the 
decision to retain the practice of not permitting such display/demonstration 
exportation was reaffirmed.

EXPORT ADMINISTRATION AMENDMENTS OF 1974

In the Spring of 1974 the Congress again conducted oversight hearings on 
the subject of export controls and subsequently proposed amending and extend- 
inb legislation which was signed into law as "The Export Administration 
Amendments of 1074". Included among the various amendments were several 
relating to strategic controls and hence of major signilicance to U.S. high tech 
nology exporters. The intent of these amendments was to :

(1) Strengthen the role of the Joint Business/Government Technical Advi 
sory Committees which review7 and suggest changes to the export controls. 
This was to be accomplished by requiring active membership on each Commit 
tee of representatives of the Departments of Commerce, Defense, State and 
other appropriate agencies. In addition, consistent with national security, each 
Technical Advisory Committee was to be supplied with adequate information 
concerning the reasons for the export controls in effect or contemplated.

(2) Permit the Secretary of Defense to determine, in consultation with the 
other participants in the interagency review process, which Communist area 
export license applications he wished to examine. This was accomplished by 
adding superseding language to the Export Administration Act of 1960 which 
removed the Congressional override provisions of the Military Appropriations 
Authorization Act of 1974 and permitted the Secretary of Defense to resume 
his former practice of delegating to the Secretary of Commerce the review and 
subsequent approval/denial of certain low-risk types or categories of license 
applications.

(3) Reduce the disadvantage U.S. exporters face vis-a-vis their foreign com 
petitors by speeding up the slow-moving U.S. licensing process. This was to be 
accomplished by requiring the processing of export license applications relating 
to the national security of the United States within 00 days of submission. If 
tlie licensing agencies decided that additional time was required, the applicant 
was to be informed of the circumstances causing delay and given an estimate 
of when a decision would be reached.

Let me turn now to .1 description of some of the problems that WKMA 
member companies face under the provisions of the Export Administration Act 
as they conduct their business activities in the USSR, the Socialist countries 
of Eastern Kurope and the People's Republic of China. In the course of doing 
so I will make some .suggestions, legislative and otherwise, how WEMA believes 
these problems might be alleviated

TECHNOLOGY TRANSFER

Two recent studios, the OAO report on the Government's role in East-West 
Trade and the report of the Defense Science Board have expressed concern 
over die looseness and the unenforceability of the existing controls over the 
transfer of technology. The Defense Science Board sees the major area of con 
cern to be the transfer of design—R & I) and engineering—and production 
know-how. Less concern is expressed over the technology contaii ed in specific 
products since much of this technology is considered nnextrac>al)le. WEMA 
agrees with this analysis and supports the recommendation of the Defense Sci 
ence Board for the development of a simplilied system of evaluation which 
would speed the processing of license applications for specific products. WEMA
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also supports the suggestion that these procedures he based more upon the 
intrinsic utility of the products rather than commercial specifications and 
intended end use. WEMA welcomes any suggestions to streamline the licensing 
process and reduce the effort involved in preparing license applications, includ 
ing the present requirements for detailed supporting documentation which is 
often difficult to obtain mul frequently of doubtful value.

On the other hand, WEMA. views with concern the conclusion which seems 
to be reached in these and <7ther reports that more stringent controls should be 
adopted on the transfer of non-embodied technology—It & I), engineering, pro 
duction know-how, etc. To a considerable degree the technological edge enjoyed 
by the United States is a direct result of a free and open society, a strong 
educational system, and a continuous high level of private and governmental 
support for It & D. In fact, technology is a commodity which improves with 
use and which must be replenished continually. WEMA's concern is that if the 
United States tries to stop all leaks to potential enemies the elaborate and 
comprehensive system of internal controls required would endanger the vigor 
of this interdependent infrastructure and inadvertently dull our technological 
edge. In stopping leaks we may tind, too lute, that we have pinched off valua 
ble sparks of creativity.

In general WEMA believes that the innate good sense of U.S. businessmen to 
retain their most important, latest technology, and the existing technology con 
trols extrcised by the Commerce and State Departments and certain other gov 
ernment agencies are adequate to prevent the transfer of vital technology to 
our potential enemies.

Having said this, let me refer to a measure in S. 3282, a bill introduced 
some two years ago at the Administration's request to amend and extend the 
Export Administration Act of !!)(;!). This measure, which did not become law, 
would have enabled the government to obtain more information on proposed 
technology transfers. This would have been accomplished by requiring U.S. 
{inns and their associates to report within 15 di'ys any written agreement 
which might result in the export to a Communist territory of U.S. origin tech 
nical data not generally available.

WEMA believes that the vast majority of U.S. firms who might become 
involved in transferring technology to the Communist countries have kept the 
U.S. Government informed. However, slip-ups have occurred and the danger 
will become more intense as trade increases and as the Communist countries 
place greater emphasis on obtaining technical "cooperation". It's possible that 
one of WEMA's smaller companies, deeply immersed in a fast moving stream 
of U.S. technology, might not be aware of the export controls over technical 
data, or by under-valuing the importance of its technology, might disclose it. 
unwittingly. Leverage might also be a problem. A small high-technology com 
pany, relatively inexperienced in international trade and perhaps facing 
reverses in this country, might tind itself pressured into providing a small 
amount of what seems to be innocuous technology in order to secure a large 
<•'... .ract.

There are hypothetical cases but they do arouse some concern and thus when 
S. 32S'J was being considered I'.v the Congress WEMA expressed no objection to 
providing this information, although it believed that a 15-day time frame was 
i.io short. WEMA had no objection two years agi. and has no objection now.

While I'm on the subject, however, let me add that WEMA believes that 
something more than a one-wry reporting function is required. WEMA's expe 
rience is that U.S. firms seem to have no individual or group of people in liie 
U.S. Government to whom they can outline the problems they face in dealing 
with the Communist countries and quickly receive comprehensive, high level, 
responsible advice. It is true that the Hureau of East-West Trade of the Com 
merce Department is ivailnble for consultation. However, many of the prob- 
l"ms encountered fall under the jurisdiction or within the special expertise of 
other departments and agencies within the government—State, Defense, Jus 
tice. Energy Research and Dcvelopm»nt Agency and a host of others. The 
Hureau of East-West Trade tries to obtain opinions from these other agencies 
(providing, of course, that the Hureau or (lie U.S. firm recognizes the agency's 
involvement). Responses, however, are very slow and, in WEMA's experience, 
frequently too vague to be very helpful.

WEMA believes an interagency committee composed of fairly high-level 
officials from the various Government agencies is needed. This committee
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would meet periodically with representatives of U.S. firms facing problems 
with the Communist countries. Thete firms would appear voluntarily to review 
their problems and receive counsel from the various Government officials, each 
according to his area of expertise. The Government would benefit from this 
arrangement by receiving first-hand information about the difficulties U.S. busi 
nessmen face in dealing with the various Communist governments, and the 
U.S. firms would benefit from the advice. WEMA believes the need for this 
type of an arrangement is great and will increase as time goes on. WEMA 
urges the Committee to consider this matter and develop and introduce suita 
ble language into the Export Administration Act of 1969, or a more appropri 
ate legislative vehicle, which would authorize the formation and operation of 
such a committee.

TECHNICAL ADVISORY COMMITTEES

The major function of the joint business/government Technical Advisory 
Committees is to review and make recommendations on the U.S. unilateral and 
the COCOM controls in terms of current U.S. technology and U.S. strategic 
needs. In 1974 the Congress strengthened the role of these committees by 
requiring membership of representatives of the Departments of "Defense and 
State, and, when appropriate, other government departments and agencies". 
The adoption of this language has broadened government interest and partici 
pation so that now the committees are much more than just a "Commerce 
Department Show". Moreover, there is evidence that greater involvement has 
caused certain government agencies to view the work of these committees with 
greater seriousness. WEMA believes, despite the concern expressed by some of 
the business participants over the amount of time required to achieve results, 
that the Technical Advisory Committees provide a useful function. They offer 
the government unique access to "state-of-the-art" technical and commercial 
expertise which can be provided only by representatives of industry. On the 
other side of the coin, the committees offer businessmen a rare exposure to 
some of the basic security problems of the United States.

Although WEMA strongly believes the Technical Advisory Committees 
should be continued, it also believes that they must be utilized more effec 
tively. Lack of effective utilization has led to frustration on the part of a 
number of talenteci people who have voluntarily served on these committees. 
Specifically, WEMA believes *hat the recommendations of the committees must 
be taken more seriously. WEMA understands that on several occasions commit 
tee recommendations, apparently agreed to by all participants including those 
from government, have either come to naught or have been rejected without 
notification or consultation. For example, the Technical Advisory Committee on 
Computers worked with the National Bureau of Standards for over a year to 
improve the technical criteria required to more effectively measure computer 
performance. WEMA doesn't know all the facts since most of the activities of 
these committees are, and should be, classified, but it appears likely that the 
new standards have been rejected and despite all this work the same old, obso 
lete criteria will continue to be used. It is unfortunate that this has happened, 
but more disturbing is the fact that the Committee has not received any rea 
sons why its recommendations were unacceptable. In situations like these ques 
tions about the meaningfulness of the role of the Technical Advisory 
Committees are bound to occur.

In WEMA's view, a somewhat similar situation has been dealt with much 
better in the Trade Reform Act of 1974. In this Act the Congress recognized 
the need for timely and accurate advice from industry to support the efforts of 
our country's trade negotiators during the GAIT discussions and thus incorpo 
rated a number of specific provisions to ensure a two-way flow of information. 
WEMA urges the Congress to ensure an adequate amount of feedback to the 
Technical Advisory Committees by adding the following additional numbered 
paragraph to Section 5(c) of the Export Administration Act of 1969 :

"(6) To facilitate the work of the technical advisory committees, the Secre 
tary of Commerce, in conjunction with other departments and agencies partici 
pating in the administration of this Act, shall disclose to each such committee, 
adequate information, consistent with national security, pertaining to the rea 
sons why their recommendations were or were not accepted."

WEMA also recommends that the term of the industry members be raised 
from two to three or four consecutive years. Analyzing the U.S. unilateral and



the COCOM controls and deciding whether or not and, if so, what changes 
should lie made is a difficult task rciiuirini: an intimate, relaxed, working rela 
tionship among the industry and government members on each committee. The 
present limitation to a maximum two year term causes disruption and allows 
very little time for an individual to become familiar with the other members 
or the work of the committee say nothing of making a substantial contribution 
to the overall effort. In WEMA's view, the work of the Committees would lie 
accomplished more effectively if the industry members were permitted to serve 
longer terms.

LICENSING DELAYS

During the oversight hearings on the Export Administration Act of 1969 con 
ducted in the Spring of 1!>74 a number of trade associations and exporters 
complained about the lengthy licensing delays which were putting them at a 
considerable disadvantage vis-a-vis their West European and Japanese competi 
tors who were able to obtain licensing decisions more quickly.

These exporters claimed that time delays, serious in any transaction, were 
especially serious in dealing in the USSR and the East European markets 
wl.'.'re U.S. suppliers already faced several built-in disadvantages. Some of 
these disadvantages are: lack of familiarity witli the market ; the relative lack 
of hard currency : remoteness, and thus, the fact that long shipping intervals 
are required: (lie unwillingness or inability of U.S. firms to accept merchan 
dise from the USSR and Socialist countries of Eastern Europe in payment for 
U.S. good.;, etc.

The Congress was sympathetic and to stimulate speedier licensing action 
included provisions in the Export Administration Amendments of 1!)T4 requir 
ing the processing of export license applications relating to the national secu 
rity of the United States within !l(* days of submission. It was recognized, 
however, that tinder certain circumstances additional time might be required. 
As a result provisions were included so that if the 90-day period was to he 
exceeded, the applicant would he informed of the circumstances causing the 
delay and given an estimate of when a decision would be reached.

I would like to turn to my company's experience to show that shortened 
licensing cycles which would benefit U.S. exporters in tlieii' competitive strug 
gle with West European and Japanese firms have not been readied.

HEWLETT-PACKARD COMPANY
USSR/EAST - EUROPEAN LICENSE APPLICATIONS

FOR COCOM-CONTROLLED PRODUCTS BY CALENDAR QUARTERS
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Exhibit I

The Hewlett-Packard Company currently submits quarterly an average of 
some 7"» license applications for COCOM controlled products destined for use 
in the L'.S.S.R. or the Socialist countries of Eastern Europe. The dashed trend 
line on Exhibit I, fitted liy the linear regression method, .shows that this 
licensing load has risen four-fold in the past 4% years. Barring anv radical 
reduction in the COCOM controls, Hewlett-Packard's licensing activities can be 
expected to continue to increase as its trade with the U.S.S.R. and the coun 
tries of Eastern Europe grows and as the company supplies more of its prod 
ucts to the People's Republic of China.

Over the 4%-year period from July 1, 1972 to December 31, 1975 the Hew 
lett-Packard Company submitted 839 U.S. export/reexport license applications 
for COCOM controlled commodities destined to the U.S.S.R. or the Socialist 
countries of Eastern Europe. As of December 31, 1975, 65 of these applications 
were still pending. Some of these had been submitted within the past few 
weeks and, thus, it was too early to expect a licensing decision, while others 
had been pending for longer periods of time, the longest some 12 months. 
Five-hundred foity-six of the 774 license applications for which decisions had 
been received over the 4%-year period represented the vast bulk of Hewlett- 
Packard's exports and reexports of COCOM controlled electronic instrumenta 
tion, computer systems and computer peripherals to the U.S.S.R. and the coun 
tries of Eastern Europe.

Exhibit II shows cumulatively on a percentage basis the amount of time 
required to reach licensing decisions for these 546 applications. The time inter 
val for each application was measured from the date on which it was air 
mailed to Washington D.C. to the date on which the Commerce Department 
issued approval or denial. On those occasions when a license application was 
returned for additional information, the amount of time it remained in Hew 
lett-Packard's hands pending receipt of the information and resubmittal was 
deducted.

HEWLETT-PACKARD COMPANY

PROCESSING TIME ANALYSIS Of 546 MAJOR
USSR/EAST - EUROPEAN LICENSE APPLICATIONS

FOR COCOM-CONTROLLED PRODUCTS

266 APPLICATIONS 1 JUL 71 - 31 MAR 74 
280 APPLICATIONS 1 APR 74 - 31 DEC 75

3 4 S 6 7 t »

MONTHS OF PROCESSING TIME

Exhibit II

The dashed curve relates to the 2Wi major licensing decisions received over 
tile 2-V.vcar period from .Inly 1. 1'ITl to March 21, 1'.'74. This chart with this 
curve was included in my statement to the Congress on April 25, 11)74 and, I
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believe, provided support for the 90-day requirement which was later written 
into the Act. An examination of this curve shows that two-thirds of the cases 
were decided within a period of slightly more than 3 months.

The second curve, the solid line, relates to 260 major licensing decisions 
received over the following 1% years from April 1, 1J174 to December 31, 1975. 
It is obvious that despite the !K)-day requirement written into the law, licens 
ing delays increased dramatically. During this most recent 1%-year period it 
took 4% months, 50% more time, to reacli a licensing decision on % of (lie 
cases! N0% were handled within G'/i months compared to ~> months during the 
earlier period and the remaining 20% dragged on, and on, and on. The inabil 
ity to reach a decision in these rases has caused particular discouragement 
within our sales force, caused customer unhappiness, subjected us to te deliv 
ery penalties and lias sometimes even resulted in cancellations.

It is interesting to note that \vl">n the statistical work leading to this 
second, most recent curve was performed an additional analysis was made of 
the time it took to receive licensing action on the 106 cases decided in the last 
half of 11175. I'm sad to report that little, if any, change had occurred—licens 
ing delays in the last six months of 11(75 were virtually identical to those- 
encountered over the 1 Mi-year period taken as a whole.

HEWLETT-PACKARD COMPANY

AVERAGE TIME BY CALENDAR QUARTERS 
REQUIRED TO PROCESS 548 MAJOR USSR/EAST - EUROPEAN LICENSE APPLICATIONS

FOR COCOM-CONTROLLED PRODUCTS 
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Exhibit III

Not only have the licensing delays of the most recent 1%-year period been 
substantially worse than those of the previous '2% years, but by year-end 1975 
the 130-135 day average amount of time required to reach a licensing decision 
was nearly twice that of the SO-day average prevalent in mid-l!(71. Tl.e 
increase in licensing delays is shown graphically (m Exhibit III which groups 
the 540 major licensing decisions into the various calendar quarters in vdiii'i 
decisions were reached.

Section 4(g) of the Export Administration Act requires that the applicant 
be notified if more than !H) days is needed to approve or disapprove a license 
application relating to the national security of the I'nited States. The appli 
cant is also to be informed of the circumstances requiring additional time and 
given an estimate of when a licensing decision will be reached.

The Commerce Department has been very regular in sending out "110-day 
notices" but the information they have contained lias not been very helpful
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and many of the estimated dates have been quite inaccurate, in either direc 
tion. The over 10<) notices received by the Hewlett-l'ackard Company almost 
invariably fall into one of four formats:

(1) We have tentatively concluded that approval of this transaction is 
appropriate. We are now consulting with other government agencies that 
advise us on export control matters. Unless unforeseen circumstances arise, we 
expect to complete action in __ months.

(2) We liiive tentatively concluded that approval of this transaction is 
appropriate. In accordance with established procedures, we are currently seeK- 
ing the concurrence of the other countries that participate in the international 
strategic control organization (COCOM). Unless unforeseen circumstances 
arise, we expect to complete action in ___ months.

('A) As required l>y I lie 11174 amendments to the Export Administration Act 
(Section 4(h,)), your case is now under review by the Department of Defense 
to determine whether the export would significantly increase the military capa 
bility of the country of destination. Unless unforeseen circumstances arise, we 
expect to complete action in ____ months.

(4) Keranse of personnel commitments to other aspects of the export control 
program, including a review of the international export control list, and 
because priority was given to the processing of other applications you have on 
file, we have not been able to complete the technical analysis and documenta 
tion of this application. We hope to have the analysis ready for consultation 
with the other government agencies that advise us on export control matters 
by _______. If following this consultation, we conclude that approval
is appropriate, we must seek the concurrence of the other countries that par 
ticipate in the international strategic control organizations (COCOM). Unless 
unforeseen circumstances arise, we expect to complete action in __ months.

One point should be made clear. The purpose of the 90-day notification 
requirement was two-fold: to convey important information to the exporter 
and to stimulate the licensing authorities to meet the !)0-day commitment. Nei 
ther Hewlett-Packard nor any of WKMA's member companies want improved 
!K)-day notices. What we really want is more rapid licensing and the total 
absence of such notices !

Licensing Delays can be attributed to a number of factors, singly or in com 
bination. Some of these arc:

A lack of centralized policy direction at the highest governmental levels 
which would coordinate the disparate views and opinions held by the various 
agencies participating in export control activities,

Little or no reduction in the scope of the controls despite the fact that 
Western availabilities and. for that matter, availabilities within the Commu 
nist countries themselves have changed substantially in recent years.

The sudden withdrawal of licensing delegations by the Department of 
Defense in inid-l!i74 under an amendment to the Military Authorizations 
Appropriations Act of 11)74 and the slow, and to date incomplete, restoration 
of these delegations.

The absence of significant additional licensing delegations which would 
permit more rapid processing of license applications.

A constant increase in the number and difficulty of new applications as U.S. 
linns increase their business with the Communist countries and as equipment, 
especially computer systems, increases in complexity,

An inability of the licensing agencies, particularly the Department of Com 
merce, to either ask for or obtain adequate funding to add the qualified people 
required to reduce licensing delays, etc..

Personnel cuts in the licensing agencies, especially the Department of Com 
merce, along with increased workloads such as those occasioned by sharp 
increases in short supply activities and in connection with the administration 
of the Hoj cott provisions of the Export Administration Act.

A snhtle downgrading in the Commerce Department of the importance of 
export control activities in terms 'if attention, budget and manpower in favor 
of more glamourous activities such as negotiating protocols and establishing a 
hosr of promotional and ancillary activities,- all of which stimulate demand, 
much of which must 'mine) through a time consuming, incentive robbing 
archaic licensing system,

Archiiic paperwork and slow, manual data retrieval procedures which waste 
the time of highly skilled licensing officers who would be better employed ana 
lyzing applications and speeding them through the licensing process.
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In the face of all these difficulties and all this gloom, WEMA is pleased to 
acknowledge that since early January l!)7»i a concerted effort to reduce licens 
ing delays lias lieen underway in the Commerce Department. This effort, 
taking place at the instigation of Deputy Assistant Secretary Arthur T. 
Downey and his associates, involves, as I'm sure yon have been told already, 
budgetary authorization for some UO to i"i additional (jualilied licensing people, 
serious study and hopefully a streamlining and an automat ion of the paper 
work and data retrieval systems, and a crash program of overtime and week 
end work in the licensing divisions, now extending into the Operating Commit 
tee, to reduce ever mounting licensing backlogs to more manageable levels. The 
U.S. export community ami especially the high technology sector applauds such 
long overdue actions and hopes that the momentum can lie increased thus 
confounding those cynics among us who tend to sec the effort as sort of a cha 
rade staged principally for the benefit of a Congress engaged in the oversight 
hearings on the Export Administration Act !

lu WEMA's view it is unlikely that the problem of licensing delays can be 
resolved to the .satisfaction of I'.S. businessmen without the presence of strong 
policy direction at the highest government levels, the Congress as well as the 
Administration. Moreover, without, such policy direction WEMA feels that 
efforts to establish the Department of Commerce as an effective "lead agency' 1 
as recommended iiy the GAO or to reduce reliance on the slow case-by-case 
method of handling license applications in favor of more general, easier to 
administer guidelines as recommended by the Defense Hoard face considerable 
difficulties.

WEMA hopes, of course, that political/strategic relations with the Commu 
nist, countries will soon relax enough to make possible the development, and 
establishment of strong centralized policies which would lead to the elimina 
tion of licensing delays and a host of other problems confronting I'.S. busi 
nessmen. In the meantime \VK.MA believes that the Congress should be kept, 
informed as to the progress being made in reducing licensing delays to the 
specified !K)-day period and even, hopefully, improving on that objective. 
WEMA therefore urges the adoption of the following lettered paragraph to 
Section 10 of the Export Administration Act of IP/fill:

"(c) The semiannual report required for the second half of lf>7<> and every 
second report thereafter shall include a summary of those actions which have 
been taken or which are contemplated to meet or exceed the objective of 
approving or disapproving export license applications within iX) days of sub 
mission, as specified by Section 4(g)."

LICENSING OF DISPLAY/DEMONSTRATION EQUIPMENT

The ability to display and demonstrate products at exhibitions, private 
showings and technical symposia is an important sales tool. Hero too, U.S. 
businessmen active in the Communist countries fare disadvantages not experi 
enced by their West European and Japanese competitors. This is because the 
licensing of U.S. goods for display or demonstration in Communist countries is 
subject to delays and various restrictive practices. As Secretary of Commerce 
Dent pointed out in the Department's Special Report of May 2!), 1!I73. "The 
U.S. has. long followed the practice of not approving a license for temporary 
export of a COCOM-list commodity to a Communist country for display and 
demonstration . . . when . . . there was substantial likelihood that it would 
not, for nutiot.al security reasons, approve a license for subsequent sale and 
permanent export of the same commodity to the Communist country . . .".

The reasons advanced to support this mure restrictive policy include:
(1) The possibility lijiit 11 displayed commodity might become "lost"—pre 

sumably the U.S. exporter might not take appropriate care to sec the item was 
returned tn lhi> West or r he Communist country might refuse to reexport it,

(2| Display in a Coiim nnist country might inadvertently disclose important 
technology,

(3i I'.S. exporters, for prestige purposes, might tend to display/demonstrate 
their most sophisticated, top-of-the-line products, thus stimulating demand for 
items which can lie neither licensed nor supplied, and

(-1) U.S. exporters would pressure »t he U.S. (iovermnent to license the sale of 
the highly sophisticated products they had been permitted to display/dem 
onstrate.
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Although each of these reasons have some basis in fact, the potential dan 
gers are exaggerated. For example, it is hardly conceivable that a reputable 
U.S. exporter of the type the U.S. Government would be willing to permit to 
display/demonstrate in a Communist country would perform so carelessly as to 
run the risk of incurring stiff penalties which could be imposed under the 
Export Administration Act. Similarly it is quite unlikely that a Communist 
country would jeopardize its entire future trade with the United States by 

, refusing to reexport temporarily imported commodities. In a like manner, the 
argument about the possible disclosure of technology is weak—very little of 
the technology embodied in products is extractable. Moreover, a Communist 
engineer or official can easily obtain a visa to attend a demonstration or exhi 
bition is a number of nearby Western countries and even, in many eases, the 
United States.

It is true that a number of U.S. exporters might wish to display/ 
demonstrate their most sophisticated, top-of-the-line products despite the 
fact that the costs of transportation, exhibition, etc. would not be re 
covered if the items could not be approved for sale. Still, the risk would 
likely be quite small since technology contained in products is not all that 
extractable and as pointed out earlier, Communist officials can easily see these 
top-of-the-line products in nearby Western countries. It's also true that U.S. 
exporters are likely to pressure the U.S. Government to approve products 
which they had displayed. But this is nothing new. Pressure is already being 
exerted and it's difficult to see how it would increase to any significant degree 
if the present restrictive U.S. policies concerning exhibition/demonstration in 
the Communist ureas were eased.

All these reasons and arguments aside, the important point is that a number 
of other COCOM countries, each of whom manufactures products of great tech 
nical sophistication, follow a more liberal licensing policy. This puts U.S. 
exporters at a competitive disadvantage. Again, according to Secretary Dent," 
* * * at least * * * four (of the COCOM countries) * * » Japan, France, 
Italy, and the United Kingdom * * * follow a more liberal policy, freely licens 
ing such temporary exports * * * regardless of whether a subsequent sale and 
permanent export of the same article is or is not likely to win the requisite 
unanimous approval of COCOM."

The more restrictive U.S. licensing policies also pose additional handicaps. 
U.S. exporters wishing to display or demonstrate COCOM controlled products in 
the Communist countries must make their plans and file their license applica 
tions considerably in advance. Sales people find this quite difficult to do and 
still be responsive to the needs of the market. Even then, U.S. exporters have 
no real idea of whether or not permission will be granted and the 
display/demonstration can proceed as planned. When rejections occur, fre 
quently perilously close to the display/demonstration date, a frantic scramble 
ensues for acceptable substitutes. If these cannot be obtained the 
display /demonstration is either cancelled or limps along as well as possible 
without the rejected commodity. As can lie imagined, the indecision, the inabil 
ity to show, and the possibility of cancellation has a strong negative effect on 
would-be purchasers and would-be U.S. exporters.

The net effect of these delays is to provide a considerable advantage to 
those competitors from COCOM countries following more liberal practices. In 
the words of Secretary Dent, it seems "that American linns should be given an 
opportunity at least equal to their competitors in those COCOM countries that 
permit temporary display on a relatively free basis . . . thus. American firms 
could display more sophisticated products, thereby creating a better competi 
tive position and enhancing sales of their other products".

WEMA agrees and. despite- the decision to retain the present restrictive 
practices mentioned in the Export Administration Keport for the second quar 
ter of 1074, urges adoption of more liberal and more rapid procedures to 
approve temporary exportations for display/demonstration purposes. Such pro 
cedures should apply to all commercial products except, perhaps, a small 
'number (if specifically designated strategic commodities for which a real 
danger exists that important technology might be disclosed, extracted and/or 
copied. These designated commodities should be clearly identified so they could 
receive a full licensing review before display/demonstration would be permit 
ted.

WEMA believes that the Congress should take a continuing interest in the 
overly restrictive display/demonstration policies presently in effect and in
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other policies or procedures which place U.S. business at a disadvantage vis-a 
vis its West European and Japanese competitors. WEMA urges the Congress to 
ask the Secretary of Commerce to review these practices once again and 
submit a special report listing his actions and his recommendations. This could 
be accomplished by adding the following numbered paragraph to Section 4(b) 
of the Export Administration Act of 190U.

"(5) Not later than 9 months after the date of enactment of (the extension 
of the Export. Administration Act) the Secretary of Commerce shall submit to 
the President and to the Congress a special report of actions taken under par 
agraphs (2) and (3). Such report shall contain a list of any procedures appli 
cable to export licensing in the United States which may be or are claimed to 
be more burdensome than similar procedures utilized in nations with which 
the United States has defense treaty commitments, and the reasons for retain 
ing such, procedures in their present form."

LICENSING CLASSIFICATIONS

The Export Control Regulations of the United States are voluminous and 
complex—approximately two inches thick, detailed, available only by subscrip 
tion, and updated some 15 to 25 times a your mainly by means of loose-leaf 
replacement pages. Large companies with substantial export sales assign cer 
tain people to study the regulations and develop a necessary amount of exper 
tise. These firms rfalize that compliance with the regulations is essential to 
protect the national security and are well aware of the penalties that viola 
tions might bring. However, many of WEMA's member companies are rela 
tively small and therefore do not have the continuous need or the financial 
justification which would allow at least one person in their organization to 
keep up-to-date on the export regulations.

One of the thorniest problems faced by these small high-technology compa 
nies is how to determine whether or not their products require export licens 
ing. This frequently becomes an involved problem since licensing depends not 
only upon the characteristics of the products but. also upon such elements as 
the country of destination, the accessories required, etc. Since the control regu 
lations are rather formidable to someone who uses them infrequently, it is pos 
sible that a number of otherwise well-meaning, patriotic smaller firms might 
inadvertently violate the regulations, perhaps even to the detriment of U.S. 
national security.

One of the basic difficulties with using the U.S. control list to determine the 
licensing status of a product is that access to the list is by means of the same 
numbering system used by the liureau of Census to gather U.S. export statis 
tics. The Bureau of Census Regulations require that each exporter must clas 
sify hi: products, licensed or not, in terms of a seven digit system at the time 
of export. Tying the U.S. control list to the export statistics numbering system 
poses no particular problem for the regular exporter since, after all. he needs 
to know the numbers in order to export. It does, however, pose u problem for 
smaller firms, particularly those who, because their exports arc handled by 
freight forwarders or some other intermediate agencies, don't need to know 
Bureau of Census numbers. These firms don't want to know how to export, 
they only want to know if their products require licensing !

It lias been suggested that a way to handle this difficulty might lie to pro 
vide some sort of a voluminous alphabetical index which would list every con 
ceivable item under control. WEMA believes that a better, much less cumber 
some approach would lie a relatively simple listing of the controls themselves 
by function rattier than by product. Each functional entry could be followed 
by references, in the numerical terms of export statistics, to the major items 
in the U.S. control list which embody that particular control. This listing 
could lie included in the regulations as a kind of index to the control list and 
made available separately as a rough but fairly complete guide for smaller 
exporters.

What WEMA lias in mind is a highly condensed listing not unlike the "Con 
solidated List of (!oods Subject to Security Export Control" issued liy the U.K. 
Hoard of Trade. The industrial section of the British list is tightly organized 
and relatively short--some !.'{ pages. It seems to WKM.V that if smh a list 
were distributed separately it would be used extensively by smaller exporters 
and would serve as a safeguard to insure against the inadvertent shipment of 
unlicensed strategic material to unauthorised destinations.
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SUMMARY

In the years that lie ahead WEMA forsees n continued growth in the sale of 
peaceful woods to (he I'SSK, the Socialist countries of Eastern Europe and the 
People's Republic of China. The success of this effort, however, is largely 
dependent upon a continuing interest by the U.S. Covernnient in East-West 
Trade and by a relaxation of Hie major impediments to that trade. By this I 
am referring to reductions obsolete or obsolescent COCOM controls, more 
rapid processing of license applications, the extension of medium term credits 
and. finally, the judicious extension of non-discriminatory tariff treatment.

For these reasons and the continuing need to maintain controls over stra 
tegic goods—goods which would significantly assist an enemy or a potential 
enemy in his abiliiy to produce or use weapons of war- WEMA supports 
extension of the Export Administration Act of l!Hi!t to T.tT'.l.

WEMA also believes that this Subcommittee should recommend adilitiini.il 
measures to assist I'.S. tinns in their efforts in the Communist, countries. 
These measures include:

(1) Strengthening the role of the Technical Advisory Committees,
(2) Establishing a high-level, interagency committee within the T'.S. Govern 

ment which would be able to provide prompt and comprehensive advice to t'.S. 
firms who are or are considering executing agreements with the Communist 
countries.

(3) Asking the Secretary of Commerce to report periodically to the Congress 
those actions taken or contemplated to reduce export licensing delays, and

(4) Asking the Secretary of Commerce to review and report to the Congress 
his actions and recommendations regarding those T'.S. export licensing proce 
dures more restrictive than those of the other COCOM participants.

Mr. Chairman, this concludes my formal presentation. On behalf of \VKMA I 
wish to thank you and the members of the Subcommittee for their attention. 
I'll be pleased to respond to any questions you might have.

APRIL (!, 197(1
Hon. JONATHAN 15. HINC.HAM.
Chairman, xttbi-otniHilt'.i- mi Intcrnntioiial Trade mid Ciiiinncrcr, 
Cnmmiltci' on ftitii-iiiitioinil /{clntionx, \Vanliiiiuttin, D.C.

DKAU Mu. CHAIRMAN: Mr. Thomas A. Cliristianseu. manager of international 
trade relations of the Hewlett-Packard Company, testified in WEMA's behalf 
before the Subcommittee on March 2-t. In the course of bis testimony Mr. 
Christiansen said that be had received a full copy of the report of the Defense 
Silence Board Task Force on the Export of T'.S. Technology only the day 
before. He added that WEMA would like to comment in writing on the 
report's conclusions and recommendations after the report had -Ven circulated 
to a few key WEMA member companies.

The WEMA member firms contacted in the past week have been impressed 
by the report's scope and general objectivity. The delineation of several impor 
tant aspects of technology—the differences between embodied and iiov-embod 
ied technology and between evolutionary and revolutionary changes, for exam 
ple—received considerable favorable comment. WEMA believes the ivport is a 
most useful contribution and that congratulations are due the members of the 
task force, who obviously put in many long, hard hours of work.

The WEMA member linns agree that active transfers of design awl/or man 
ufacturing know-how, especially those of a "revolutionary" nature, are most 
critical and should be subjected to the greatest licensing scrutiny. They wel 
come the suggestion that these critical areas be clearly defined and well-publi 
cized so that t'.S. businessmen will not spend their time fruitlessly seeking 
business which cannot be license'!. These member firms also agree that it is 
high time that policies and procedures b;> developed \;hich would place maxi 
mum licensing effort on the critical high technology cases and correspondingly 
less effort; with more rapid processing, on less critical cases. Examples of 
these !;-«s critical cases would be product exports accompanied by minimal 
amounts of operating and/or maintenance instructions and coiitalninK cither 
ininiscule amounts of strategic technology or containing strategic technology so 
embodied as to be virtually non-extractable.

WEMA member firms welcome the suggestion of the Task Force ti> reduce 
dependence on dith'cult to obtain and frequently questionable end use iiifonnn-
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tion, particularly so far as the licensing analysis of specific products is con 
cerned. On the other hand, they are troubled by the additional suggestion that 
reliance1 on commercial specilications also be reduced in favor of something 
called the "intrinsic utility" of the product. If this means a streamlining and 
simplification of the license process, a sharper review and elimination of obso 
lete COCOM controls, and reduced concern about products contaiuing nou-ex- 
tractable embodied technology, WEMA is certainly in favor. If, however, as 
some skeptics have suggested, il means more restrictive licensing practices and 
little or no attention to retiring obsolete/obsolescent COCOM controls, \VEMA 
would not be in favor. Moreover, WEMA suspects, neither would the industry 
members of the Defense Science Hoard's Task Force.

WEMA is also troubled by the Task Force recommendation that "the U.S. 
should release to non-allied. non-Communist countries only the technology we 
would be willing to transfer to Communist countries directly." WEMA believes 
this recommendation would have far reaching adverse effects if it were carried 
out. High technology U.S. firms would be virtually unable to support licensing 
or manufacturing activities in most of the Western nations. It would also be 
impossible to provide advanced technology to these countries to say nothing of 
turn-key facilities, advanced equipment, particularly that requiring extensive 
operating and maintenance instructions, etc. In addition to the economic dislo 
cations, the ensuing diplomatic furor and resulting political repercussions 
caused by such a radical shift in U.S. policy would be intense.

WEMA does share some of the concern that prompted the Task Force to 
make such a recommendation—that the reexport regulations of most non-CO- 
COM Western countries are either nonexistent or so limited that an unscrupu 
lous and determined person or organization ntiihl freely reexport important 
U.S. technology. WEMA believes, however, that the vast majority of these 
transfers are to responsible linns and individuals who use the technology in 
their own countries and have not the slightest intention or inclination of 
diversion. These linns and individuals have signed end-use statements agreeing 
to prevent diversion, and most make strong positive efforts to guard against 
such possibilities. AVKMA believes that the U.S. is justified in continuing to 
trust these individuals and firms and that technology transfers should be con 
tinued with, perhaps, increased U.S. scrutiny abroad as the GAO Report has 
recommended. In any event, the dr:<coniau restrictive measure suggested by the 
Defense Science Hoard Task Force should lie avoided.

The Task Force report slates that "the initiative, for the development of 
policy objectives and strategies for the protection ov key strategic technologies 
lies with the Department of Defense." The report goes on the recommend 
the use of :id hoc advisory committees comprised of "knowledgeable individu 
als from both government and the private sector. ... to contribute to the 
development" of these objectives and strategies. Many WEMA member firms 
have spent considerable time and eneri..\ jiarticipat!ng in the Technical Advi 
sory Committees established under the Export Administration Aei of 1!X>!>. 
These committees not only consist of a broad sped run of knowledgeable 
industry participants but also include, by statute, representatives of the 
Department of Defense, State Commerce and other key government agencies. 
WEMA wonders why the study on the export of U.S. technology was not con 
ducted by one or more of these Technical Advisory Committees. An allied ques 
tion is why any subsidiary study directed towards (he development of policy 
objectives and strategies for the protection of key strategic technologies should 
not be carried out by these existing Technical Advisory Committees. Their 
wide technically-qualified membership would produce worthwhile studies which 
would have the added advantage of including advice from parts of government 
other than the Department of Defense.

\VKMA hopes these comments will be of use to the Subcommittee in its con 
sideration of the Defense Science Hoard Task Force report. We. of course, will 
be pleased to respond more fully if any of these comments are not clear or if 
addition il information is desired. 

Sincerely,
IIor-K 11. HROCK, ESQ., 

flnrt rnnifnt .iffairs Axuociutc.
Mr. liixciiAM. I appreciate your expeditions summary of your 

statement, ami it is an excellent statement, Mr. rhristiansen. I am
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particularly appreciative of the very specific suggestions that you 
have made, both for legislative and administrative action.

We would like a little time for questions before you have to leave.
I understand that All*. Stimpson has graciously agreed to yield 5 

minutes to Mr. Spurney for conclusion of his statement.
Mr. SrrnxKY. Thank you. gentlemen. Let me refer to page T of 

my prepared testimony where. I think, is a point that Tom and I 
would both like to bring up, as well as my friends from General 
Aviation.

We deem it only reasonable to request that, when license applica 
tions are being reviewed, the fact that our foreign competitors in 
allied and other free world countries are ready, willing, and able to 
ship those commodities in quantity and of comparable quality, be 
given full consideration. This competitive situation is true regardless 
of whether or not the items are subject to un international control, 
the so-called COCOM list.

COCOM LIST

This list was started during the postwar years when the T'nited 
States attempted, through cooperation with its KATO allies, to con 
trol trade with the Eastern block countries. The effort was needed 
and was effective at that time.

However, the ( nited States now finds itself. W years after World 
War II, attempting, through one set of Government regulations, to 
play the same role of tradt? overseer, while ( .S. policy and world 
trends appear to be headed in the opposite direction.

Times have changed. Tensions have eased. Most-favored-nation 
status has been granted to some Communist countries. And. most 
importantly, our allies, our partners in COCOM. have matured and no 
longer lag us technologically in many fields. They have in fact 
become our largest competitors in the global marketplace.

We further know that, as competitors, they do not play by the 
same set of rules we are required to observe. A\ e have seen case after 
case of our competitors getting around the COCOM controls.

Late last year, it was announced that the Rolls Koyce Co. of Eng 
land had signed an agreement with the People's Republic of China 
to produce Spey aircraft engines. Here certainly is a case of circum 
venting the international control organization that we hold so dear.

While our allies invite business representatives to attend meetings 
and participate actively in the COCOM review process, our Govern 
ment treats even the COCOM list as classified and denies us access to 
it. Our companies can. however, freely obtain this list from other 
COCOM nations.

Mr. IMngham, let me conclude my additional remarks at that 
point.

[Mr. Spurney's prepared statement follows:)
STATKMKST (IK Al.AX B. Kl'fRXKY. .lOIXT 
IXIH STICKS' (iKOVP OX KXI"()»1' AllMIMSTRATlOX

Congressman Dinghum and distinguished memtxTH of tlip 
urn Al:m M. Spurncy. IHrtitor «f ilic Intcrnatioinil Huslm-ss Council of the 
Electronic Industries Association. I mn um<MiriiiK here tmlii) ns the xelpcted 
Kpokpsman for » voluntary, nd lux- Krmu; formed with tin* iilpntifylnK title of 
the "Joint High-Technology Industries' Croup on Export Adrniulwtration " Sub-
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scribing to the views expressed here are the Aerospace Industries Association 
(AIA), the General Aviation Manufacturers Association (GAMA), the National 
Machine Tool Huilders Association (NMTBA), and ourselves (EIA).

Tills testimony is not intended to supplant the views of any other high-tech 
nology industry trade organization opting to present its individual views on 
behalf of its members.

Joining me in this panel presentation are Mr. Robert Mullen on behalf of 
AIA, Mr. Jesse Maffuid of XMTBA, and Mr. William Edgar of GAMA.

At the outset, we are aware that the Government has appeared before you 
in the past few days. Wo have read some of the testimony. We do not intend 
to indulge in the game of numbers. Our industry people deal ,vith the various 
Government license authorities on a daily basis. They work at establishing a 
mutually satisfactory working rapport. But in nil candor, when the Govern 
ment tells you, via statistics, that all is well, only the tip of the iceberg is vis- 
able. We believe this review is both necessary and timely and the private 
sector appreciates being heard.

Realize if you will, that the views to follow represent the consensus of a 
group whose annual contribution to the Gross National Product rnns into $70 
billion with an impressive role in world trade of about $15 billion combined 
yearly exports. Mr. Chairman, those figures are not contrived nor quoted to 
this body in idle terms. If anything, they should be used for measuring the 
relative impact of the nation's high-technology industries on the United States 
balance of payments.

We welcome this opportunity to voice our particular and valid concerns 
about several aspects of administration of export controls under the present 
Act as a current mitigating influence on the foreign trade efforts of a range of 
U.S. high-technology industries. It is ironic that in this, our Bicentennial Year, 
the question of controlling trade to certain countries becomes a focal point the 
same as it was 2(10 years ago when our Founding Fathers were debating 
resumption of trade with Kngliind. We hope that our legislators will heed our 
inputs in order that the country may grow and prosper over the next 200 
years as it has done the past 200.

Our industry fully supports export controls as necessary to the national 
security of the United States and also as an extension of the U.S. foreign 
policy. However, administration of these controls has become so cumbersome 
that it impedes commercial activity and prevents U.S. business and industry 
from performing in a timely and profitable manner.

Please observe our emphasis of commercial and industrial. We are not today 
speaking of munitions control or foreign military assistance but, rather, of 
licensing the exports of commercial and industrial equipment and component 
parts to controlled destinations.

We urge the Congress to reaffirm the policy, stated in the present Export 
Administration Act, giving vigorous and practical support to the commercial 
involvement of U.S. private enterprise in today's interdependent world. Fur 
ther, we recommend that existing law be strengthened so that procedures of 
involved federal agencies will be simplified, expedited, and made to yield 
results more equitable to private enterprise.

In the changing climate of international and domestic economic conditions, a 
need surfaces for a new (lovernment commitment, a commitment i;i terms of 
an ongoing policj assessment of the strategic impact of U.S. export control 
.judgments. Judgments have not kept pace with the U.S. high-technology indus 
tries' potential to penetrate international markets, through product sale and 
technology transfer. This is particularly true of our attempts to secure busi 
ness from the USSR and other non-market countries.

Because of poorly-defined and partially-hidden Government policy directives, 
ours and other leading-edge technology industries are hampered in our efforts 
to maintain profit margins. When dealing in this arena, sales forecasting (a 
basic essential to any business) cannot be performed with the slightest degree 
of accuracy because of the chance of license denial. Price and delivery, two 
fundamentals on which many sales hinge, cannot lie quoted with accuracy. By 
the time U.S. export controls are applied, determining whether or not a license 
can he issued, production costs have risen, and we are behind on delivery. All 
of this, coupled with the fact that we have made large investments prior to 
applying for the licenses, places us at an extreme disadvantage in world trade.

Gentlemen, one of the complaints most often voiced by our members is the
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length of time required to obtain a license to ship to controlled destinations 
those items classified as "A" or strategic on the commodity control list. The 
system has become so unwieldy and cumbersome that it is now looked upon as 
a non-tariff barrier imposed by our own Government. The U.S. licensing 
system is viewed by our foreign competitors as one of tlrjir selling advantages. 
Even orders as small as 1 to 5 thousand dollars may take from G-8 months 
before approval or denial is obtained. Four to rive months is not uncommon 
for obtaining a license for a previously approved commodity, to a previously 
approved end user, for u previously approved end use. We will not even dis 
cuss the cases that have taken longer, as even the times quoted here have 
placed us at a seriously competitive disadvantage.

We are aware of the position of the Department of Commerce that the great 
bulk, some S5^c we are .told, of all license applications are processed in a 
matter of a few days. We apparently represent the 15% where such speed is 
not incident to handling despite the fact that the very nature of our products 
—electronic systems, equipment and components, machine tools, and aerospace/ 
aviation equipment—is such that they probably represent, dollar wise, a sub 
stantial majority of United States industrial product exports.

Let us remember that U.S. companies have been encouraged to sell to con 
trolled destinations not only through the same legislation that controls these 
sales, but also by a very active federal government sales promotion program. 
It should al'io lie emphasized that our companies are competing with others in 
the free world fur this business. In order to apply for an export license for an 
"A" commodity to a controlled destination si company must have a firm order, 
which means that it must spend a considerable amount of time and money in 
advance to obtain this order. This amount, by the way, is mud) greater than 
marketing costs that would be spent obtaining comparable orders in the free 
world. It is ridiculous to think that any company is content to sit quietly by 
while a P. application winds its way through a bureaucratic maze that is unpar 
alleled in these modern times, particularly with the amount of money that nas 
already been invested. Compounding, this situation is the fact that, our allies, 
which are our industries' greatest competitors, can obtain processed licenses 
for identical items in a maximum of six weeks including any international 
controls they may choose to impose. We have just recently verified these times 
through various foreign governmonts.

What can lie done about this situation'.' We felt that :i partial answer was 
at hand when at the last review of the Export Administration Act in 107-1 you 
put in a !K) day limit on processing time. However, a loophole was found, and 
letters notifying an applicant of needed additional time have become a common 
sight in our members' mail. We therefore urge Congress to take a linn stand 
in this area. We recommend that a period of (io days lie allowed to approve or 
deny a license, and if additional time is needed, the time be limited to one (iO 
day'extension. If a decision is not nirule at the end of a maximum (if 120 days, 
the application will receive an automatic approval.

This time frame is realistic provided yon the ('impress mandate that the 
entire export control operation as it pertains to (ill departments and agencies 
lie undated from its present manual intensive form to a modern, practical, 
well-managed system. We urge you to spell out the intent of the law. as well 
as its parameters, in terms unmistakable at all levels of Government. To this 
end we recommend that the Congress provide the Secretary of Commerce with 
authority to develop, implement, and enforce regulations governing all nonagri- 
cultural exports not appearing on the munitions control list. The authority 
should be extended to include all departments and agencies involved in proc 
essing of export li enses either actively or in an advisory capacity. The entire 
process must be modernized and operate in a pragmatic manner. To do less, or 
not require all involved to update their particular operations, will do no good, 
and United Stales high-technology companies will remain at a serious competi- 
iive disadvantage.

Export administration regulations, which include the commodity control list, 
should lie clearly stated, consistent with the state-of-the-art, simple to under 
stand, and include distinctions between various situations, quantities, and 
dollar amounts. Updates of changes in policy should lie provided on :i regular 
and frequent basis. Information required to obtain a license should be spelled 
out in detail and rolled the average exporters' ability to obtain that informa 
tion so there is no need to return applications for additional data. At the pres-
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ent time the "ground rules" in the export administration regulations are 
poorly explained at best, and certainly cause confusion in the export commu 
nity . . . particularly the high-technology community. The rules pertaining to 
reexport nre equally as frustrating as those applied to direct export.

Since business is restricted in licensing mutters to dealing with the Depart 
ment; of Commerce, we have no direct knowledge on the consistency of views 
on export control between that department and the Departments of Slate ami 
Defense. We do believe, however, Unit many times licenses nre denied for rea 
sons stated as national security, national inter»st, or foreign policy when full 
and comyh'ti' consideration of the practical, real world aspects of the case has 
not been given.

We deem It only reasonable to request that when license applications are 
Mug reviewed, the fact th;;t our foreign competitors In allied and other free 
world countries are ready, willing, and able to ship (hose commodities in quan 
tity, and of comparable quality, be given full consideration. This competitive 
situation is true regardless of whet her or not the items are subject to an 
international control, the so-called COCOM list.

This list was started during the postwar years when the United States 
attempted, through coop> ration with its NATO allies, to control trade with the 
eastern bloc countries. The effort was needed and was effective at that time. 
However, the V.S. now linds itself. 30 years alter World War II, attempting, 
through one set of Government regulations, to play the same role of trade 
overseer, while t'.S. policy and world trends appear to be headed in the oppo 
site direction. Times have changed, tensions have eased, Most Favored Nation 
status has been granted to some communist countries, and most importantly 
our allies, our partners in COCOM have matured and no longer lag us techno 
logically in many fields. They have in fact become our largest competitors in 
the global marketplace. We furl her know that as competitors t hey do not play 
by the same set of rules we are required to observe. We have seen case after 
case our competitors getting around the COCOM controls. Late last year It 
was announced that Holls Uoyce of Knglaud bad signed an agreement with the 
Peoples Republic of China to produce the Spey aircraft engine. Here certainly 
is a case of circumventing the interuation.d control organization we hold so 
dear. While our allies Invite business representatives to attend meetings and 
participate actively in the COCOM review process, our Government treats even 
the COCOM list as classified and denies us access to it. Our companies can, 
however, freely obtain this list from other COCOM nations.

At present the private sector has only one small input to the export adminis 
tration procedure and that is through the Technical Advisory Committees 
(TACs). Most of these committees' deliberations are classified. However, word 
has reached us that not many of the recommendations made l>y the private 
sector of the TACs are Implemented. The legislation enabling the TACs speci 
fied that they would rep.irt to the Secretary of Commerce. Hew ever, this lias 
been delegated to the Ollice of Export Administration whi.-li has a long history 
of not wanting or accept ing industry inputs. 1'nder these circumstances, we 
cannot help but question their effectiveness. Wo urge that these advisory com 
mittees be strengthened. One way to do this would be to extend the two year 
term of the private sector members and restore the committees' mandate to 
report at. the cabinet level.

Finally, there is a potential inherent antitrust problem in industry's repre 
sentatives galling together to establish a position, albeit a recommendation 
only, on whether or not :i product should be restricted as to its export. Some 
more specific language in the legislation might I* helpful In this regard.

On February 4. lltTt), the General Accounting Ollice transmitted to the Con 
gress a report "The Government s Itoic in East-West Trade—-1'roblems and 
Issues" which spelled out in detail the problems our country faces in this area. 
This report wus accurate and certainly came 'o the same conclusions as those 
reached by our industry. Further, according to the report, it would appear 
that some of the agencies were attempting to gloss over inetliciencies or 
ileiiciencies by refusing an astute group, like (!AO. full access. We should hopr, 
Congress would wish to timl out the reasons for lack of candor.

As we have earlier pointed out and as stated in the CAO report, the country 
needs a coordinated East-West Trade policy. To this end the Export Adminis 
tration Act needs to spell out specifics to 111 Simplify procedures; tU) Insure 
executive control, not bureaucratic control; and ('A} Insure that Government
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departments and agencies fulfill the spirit and intent of the Congress in their 
implementation of the Act.

Mr. Chairman, germane to the type of international trade conducted by our 
industries is the subject of technology transfer. We are now aware that the 
Defense Science Board Report on Transfer of U.S. Technology is before the 
Secretary of Defense for his appraisal. In the overall, our industries have been 
concerned by the imprecise definition of the term "technology" itself. This is 
no more obviously illustrated than by decisions rendered on a range of export 
license applications, many of which are denied on- the grounds of possible 
national security implication, even though only the end product is to be 
shipped, without any transfer of design, manufacturing, or processing data.

Referring hack to our opening statement in which we differentiated betwe-.ri 
commercial and industrial products as opposed to those carrying a direct mili 
tary implication, \ve again foresee that the current fragmented policy in 
making determinations between the various government departments involved 
in the export licensing procedure will inevitably result in an excessive amount 
of case denials. The products denied by this action will find their way into the 
fusiern bloc countries, in most cases through our COCOM allies.

In the real world of international trade and Commerce it is both unrealistic 
and impractical to have any overriding government policy that would totally 
inhibit technology transfer via the licensing agreement process when economic 
factors indicate that such a course is warranted. We would caution against 
tying the hands of industry in selecting the technical agreement process when 
technology transfer makes sound economic sense. It should be emphasized that 
the high-technology industries are surely aware of the inadvisability, not to 
exclude the impracticality, of entering into any technology transfer agreement 
in which the criteria invokes United States advanced state-of-the-art design 
and manufacturing techniques.

In no event do we wish to infer or imply that any technology transfer policy 
should in any way suggest a breach of the national security of the United 
States.

Thank you, Mr. Chairman. This concludes my prepared statement. I will be 
happy to answer any questions.

Mr. BIXGIIAM. Thank you very much, Mr. Spurney. I was going 
to ask you—we are particularly interested in the Rolls Royce case, 
and \ve do have the article that deals with that case.

Do you have other cases, similar cases, that you can provide us 
with ? I don't mean at this moment, but to supplement your testi 
mony.

Mr. SPURXEY. Yes, sir, I am sure we could provide you with some 
of those cases that have indeed angered us.

Mr. BIXGIIAM:. I think that would be helpful to us.
You suggest on page (! of your statement: "We, urge you to spell 

out the intent of the law, as well as its parameters, in terms unmis 
takable at all levels of government," and you recommend that the 
Secretary of Commerce by provided with authority to develop addi 
tional regulations.

Again, we would welcome your specific suggestions in this regard. 
The Government witnesses in general told us that the law didn't 
need to be changed, that the law was all ri<rht. that, while they were at 
tempting to improve the speed of processing and so on. that there was 
no way in which we could make the law more specific and more definite, 
so as to speed up the process.

If you have suggestions along those lines, we would most certainly 
welcome them.
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DEPARTMENT OF COMMERCE SHOULD HAVE DISTINCT AUTHORITY

Air. SPURXEY. The key word in this context is "authority/' The 
Department of Commerce, the Secretary of Commerce, we feel, 
should have the distinct authority to act, in the Nation's best 
interest.

Yes, he run receive the opinions — bear in mind, I am talking of 
commercial transactions. not munitions. He can receive the opinions 
of the Department of State and of the Department of Defense and 
of the CIA and of other agencies involved in the review process, but 
it should not be as it presently is. a rule of unanimity, whereby any 
blackball from any one of these agencies does in fact cause the Sec 
retary of Defense to deny the license.

Mr. BixciiAxr. You mean the Secretary of Commerce.
Mr. SruRXKY. The Secretary of Commerce. Excuse me. The key 

word is "authority." The law requires a certain amount of consulta 
tion among the various agencies concerned. It also indicates that the 
Secretary of Commerce should decide in the Nation's best interest. 
That is not being handled under the current procedures.

Mr. HixoiiAM. Let me remind you that you have said that you 
agree that a system of export controls is necessary to the national 
security of the United States, but you are now saying that the Sec- 
tetary of Commerce should have the final say where a mutter of 
national security is concerned and should not be bound by the opin 
ions of the Secretary of Defense, is that right?

Mr. SruRXKY. I am saying that the Secretary of Defense should 
certainly point out his contention that the particular transaction 
involves materiel that in his opinion would violate the national secu 
rity, but in many cases our companies can show that this type of 
merchandise is available from other industrialized countries, that the 
state of the art in the world maiKct in fact would dictate that, if the 
customer docs not get it from us. he can get it from the (jermans, 
for example.

TECHNICAL ADVISORY COMMITTEE OX COMPTJTERS RECOMMEXDATIOXS

Mr. HixoiiAM. I have one question for Mr. Christiansen. and then 
I will yield to Mr. Whalen.

Air. Christianscn. on page 1:2. you say that it appears that the rec 
ommendations of the Technical Advisory Committee on Computers 
has been rejected and obsolete criteria will continue to be used.

Defense has testified that the interagency agreement on the param 
eters for making licensing decisions on computer^ has been reached 
and the logjam of computer applications has been broken.

Do I take it from your statement that you as an exporter have 
seen no evidence of this ?

Mr. CiiRisTiAXsiix. I think that is a fair statement, sir. We do 
have the 414-month licensing cycle T mentioned earlier, so decisions 
reached today may not )*ccomu apparent for some time.

Also. I understand, the latest series of COCOM discussions have 
been finished, and there will be something cqming out shortly. T 
believe, in April. Now I don't know what these changes are. Until 
the April release date we won't know.
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We can hope that the computer industry will be better served by 
the revised regulations. But no industry committee member knows 
whether the changes, assuming there are changes, have had any rela 
tionship whatsoever to the recommendations of the technical advi 
sory committees.

Another thing, sir. proceedings of the technical advisory commit 
tees are classified. All we arc portraying here is an impression that 
•.ve have gotten from some of the industry members who. of course, 
have not given us any details and really shouldn't.

But I ho point is that there is really no feedback, no organized way 
the committees can learn if their efforts are used, are in vain, or 
whatever.

Mr. BIXGHAM. I understand your point very well on that. Within 
the limits of classification, could you. Mr. Spurney. provide us with 
examples of these cases that you mentioned, which frankly shock me, 
that, you had to wait 4 to 5 months for a license for previously 
approved commodity to a previously approved end user for a pre 
viously approved end use?

Mr. SrruxEY. Yes.
[The information referred to follows:]

APRIL 29, 1976. 
Hon. JONATHAN B. BINOIIAM,
Chairman, Subcommittee on International Trade nnd Commerce, Committee on 

International Kelationx. I'.S. Houxc uj Representative.*, Washington, D.C.
DEAR MR. I?IN<;HAM : Herewith submitted for the record of your Subcommit- 

tee are narrative descriptions of licensing case delays experienced hy two Elec 
tronic Companies having day-to-day involvement in the administration of 
export, controls by the U.S. Department of Commerce. See Exhibit "A" and "I?".

This information is submitted in response to questions posed to me during 
the course of March 24, 1!I7<> hearings hy your Subcommittee on High-Technol 
ogy Transfer and Export Controls. 

Sincerely yours,
Ar.AN B. SPURNEY, 

Director. International liusinexii Council.

Exhibit A 
CASE No. I

The case involves 15.000 quartz crystals valued at $52,650.00 to be shipped to 
a watch manufacturing company in East (iermany for use in electronic 
watches.

In September of 1074 a license had been issued for 3,850 of the same item to 
go to the same company for the same use.

The license application was made on October 0, 11)75 and nfter numerous 
phone calls the license was approved on February ]!), 1!I7C> and received by the 
manufacturer on March 5, l!l"(i. Total elapsed time from date of application to 
date of approval, 133 days—4.4 months: total time until applicant received 
approval, 14H days—-4.!) months.

Even after license was received it was of no value as the original Letter of 
Credit plus one extension, had expired.

Applicant's customer is now in the process of initiating a new Letter of 
Credit.

The product we refer to here is a quart/, crystal which has. in our estima 
tion, absolutely no military potential as it is used only in watches and other 
timepieces.
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CASE No. II
This case involves 1150 pieces of integrated circuits valued at $2,875.00. 

These integrated circuits can be used only in watches and have no military 
oigiuticanee.

These circuits were the same item destined for the same company to have 
the same end use as -UiOO integrated circuits approved in September 1974.

Application was made October 31, 1975 and approval was granted March 19, 
1970—a period of 1-10 days or 4.7 months.

CASE No. Ill
This case involves 57,390 integrated circuits valued at $66,015.00. These ICs 

were going to Poland for use by a computer factory in "Production and manu 
facture of ODRA 1300 computers and construction of prototypes of new com 
puters."

Application was made July 30, 1975. Case was denied January 20, 1976—a 
period of 204 days or 6.8 months.

While tliis case was denied for national security reasons the applicant felt 
compelled to appeal the case. During the review time the applicant was 
approached by a Canadian firm to sell the identical circuits for shipment to 
Poland. The applicant declined the sale, but has subsequently learned and 
reported to U.S. authorities that a license was issued by the Government of 
Canada and another brand of identical integrated circuits are being shipped to 
Poland from Canada.

CASE No. IV
This ease involves 100 integrated circuits in the amount of $1,430.00 to be 

shipped to Poland for "scientific research work."—A) Laboratory research of 
integrated circuits including areas of display timing counters, and B) To test 
and gain experience with MECI, scries and their parameters.

Case was submitted March 25, 1975. On April 21, 1975 applicant was asked 
for more information. Applicant complied and resubmitted application May 1, 
1975. On November 1!>. 1975 applicant was asked for more information and 
complied within 24 hours. On February 5, the following approval was granted: 
25 integrated circuits, value $106.00. Denied : 75 pieces of 10 different types of 
integrated circuits, value. $1324.00. Total time to limil action, 317 days or 10.6 
months.

While case was denied on national security grounds, it has been appealed 
due to extremely small quantities involved and the fact that these items are 
being sought by a Candiau firm for shipment against a valid Government of 
Canada license.

Exhibit B
EXPORT CASES—EASTERN EUROPE

I. Equipment containing T'.S. Components was destined for an East Euro 
pean customer. The same equipment bad been approved twice previously for 
other East European ( ustomers. This third case still took eleven months to be 
approved and the customer nearly cancelled the order.

II. In the spring of 1975. an application was submitted to Commerce for a 
re-export authorization covering less than $1,000 of U.S. content in four for 
eign designed modems having a total value of $5.000. These four modems were 
to be loaned to the PTT Institute in Romania for test and evaluation in their 
national switching systems as part of the process <>f selecting equipment for 
their vast telecommunications modernization program.

In 1 {>"(>, after 10 months of review by the V.S. authorities, a denial was 
issued on the basis that ''the equipment could contribute significantly to their 
military capability and constitute a potential threat to our national security." 
This d"tennination was made despite the recorded fact that the modems had 
been previously approved for otlU>r East European customers'and despite U.S. 
pronouncements and actions toward improved and expanded trade with 
Romania.

The customer was so angered that our company, as well as other U.S. or 
U.S. affiliated companies, may be excluded from or severely restricted in our

11-157 11 - ".I. - 1"



134

participation in a major expanding market. There was no benefit to the U.S. 
since the customer had little difficulty in obtaining comparable modems to meet 
the requirement from other sources.

The United .States is the only country which imposes a re-export authoriza 
tion requirement on foreign-based suppliers of East European customers. 
Because of the demonstrated excessive delays, inequities, and unpredictability 
of the U.S. licensing process, East European customers tend to avoid U.S. sup 
pliers or I'.S. eijuiiimeiit if there is a possible alternative. Consequently, for 
eign manufacturers are reworking current products and designing new prod 
ucts to exclude U.S. content, in order to be free of the endless paper work, 
delays, and unwarranted restrictions of the U.S. licensing process.

This typical case illustrates the double loss to the United States through lost 
equipment sales by U.S. or U.S. affiliated equipment manufacturers, and the 
chain reaction loss to U.S. component manufacturers. Thus, our economy suf 
fers the loss of sales, and the jobs dependent upon such sales, while our inter 
national competitors enjoy the increased business on a less competitive basis 
and can use the added income to finance increased research and development 
on the products and production technology of 'omorrow.

III. At the beginning of the summer of 1!>75, a re-export authorization appli 
cation was filed with Commerce. At that time, Commerce was provided with a 
copy of the firm contract with particular reference made to the stringent deliv 
ery and installation requirements of the contract. Some four months after 
receipt of our application, Commerce advised that an additional seven months 
would be required to process the case. Comparatively, the foreign-based manu 
facturer applied to their Government for a license and within 30 days had 
received full authorization covering the entire transaction. Commerce was so 
notified.

To this date, this case remains unresolved! We understand that only one of 
the many U.S. agencies involved in the processing has raised an objection to 
approval of the case but. under the unwritten rule of unanimity practiced in 
the U.S. process, this seems to be sufficient to stalemate that process.

In addition to the direct financial loss the company has already suffered 
under its present contract, the company will probably lose considerable future 
business as a result of the customers reaction to the delays to its program. 
Certainly the company's reputation as a reliable source has been significantly 
damaged.

An interesting aspect of this case is the differing determinations by the two 
governments in terms of the applicability of COCOM controls. The U.S. feels 
that the equipment is subject to COCOM clearance while the foreign govern 
ment lias ruled otherwise. Direct communications between tiie governments 
continue on this point.

Mr. UIXGHAM. I just can't see any excuse for that.
Mr. Srt'KNEv. I know.
Mr. BIXGHAM. Mr. Whalen.

POLICING OF COCOM CONTROLS

Mr. WHALEX. Thank you, Mr. Chairman. Mr. Spurney. just poinp 
back to your statement on page x . I quote: "We have seen case after 
case of our competitors getting around the COCOM controls."

I think you have indicated you will ^ive us some other case 
histories.

Now. I think the poitit ought to be made that the policing of the 
controls is left to the individual member countries, is that correct ?

Mr. SpiiRN'Er. This is a very mysterious process indeed. COCOM 
manipulations arc carried out through an office in the Department of 
State from which \vc> are absolutely isolated. It goes from Com 
merce, when you need a COCOM approval through this particular 
office in State, over to COCOM in Europe. They meet infrequently. 
They consider cases and accept or reject individual cases.
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Now, I suspect-
Mr. WHALKN. If I may interrupt, Mr. Spurney. when you say 

"cases," arc these exception requests or violations?
Mr. SFURNEY. No. What I mean is—you make a license applica 

tion to the Department of Commerce, of the United .States for mer 
chandise, which actually is for commercial application. It is sub 
jected to an interageney review process within the United Suites.

But, with regard to certain items on the so-called COCOM list, a 
list which is not available to our companies, incidentally——

Mr. WHALEN. But which you say you can get from other sources?
Mr. SruRNEY. That is right. You go to the British Board of Trade 

and ask for it.
| Laughter. |
Mr. Si-riiNKV. And in those instances where the merchandise in 

the transaction requires COCOM approval because the merchandise is 
described on the COCOM- list, it enters this mysterious process which 
has not been codified, and we, have no industry representatives over 
there to affect what is going on in these machinations of COCOM 
except when we find on 1' that our transaction lias been denied a 
license because of COCOM disapproval, only to find 6 months 
later——

Mr. WHALEX. All right. "; .in honor that. You abide by it.
Mr. S'TUXKV. Yes. sir
Mr. "WHALEN. A similar product in another COCOM country might 

be sold. I think this is the thrust of your comment.
Xow, who should have policed that ?
Mr. SITRXKY. Their own country, their own country.
Mr. WIIALF.X. So what you are saying is that the. policing of 

COCOM is only as effective as any individual country is willing to 
put into it. is that correct ?

Mr. SPVHNK.Y. That is correct. Mr. "\Yhalen.
Mr. WIIALKV. I have one other question, and maybe we will refer 

it to you. Mr. Christiansen, and. Mr; Spinney, you may respond also.

RATIONALE FOR EXPORT CONTROLS

I think that you may have alluded to it already. The whole 
rationale for this law lias been explained by Government witnesses, 
and they say that it has been accomplished, that indeed, as a result 
of this legislation which was enacted years ago. the Eastern Euro 
pean bloc has remained behind us technologically.

Now, is that a myth or is that correct ?
Mr. CiimsTiANM.x. Let me see if I run respond to that in an indi 

rect way. If it wasn't true. I am sure that we would find little or no 
clandestine attempts bv certain countries. Socialist countries, to 
obtain U.S. products, and there is a great effort expended to do just 
that.

Mr. WIIALKN. Let me interrupt and explain my question. I think 
we would agree that technologically the United States is ahead. Is 
that what you are saying?

Mr. CIIKISTIAXSKN. In many areas, yes.
Mr. AYiiALF.N. But is it due to this law or other factors?
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Mr. CHRISTIAN-SEN. The reason we are ahead? I think the reason 
we are ahead is because of the technological base we have in this 
country, the infrastructure, the school system, and you name it.

Mr. WHALES'. In other words, assuming we have developed 
this——

Mr. CIIRISTIANSEX. I think the thrust of your question, if I may, 
was: In my opinion, have these controls been effective! Yes, I think 
so, I really do.

Mr. WIIALEN. I think maybe you have answered it the way I antici 
pated you would. I might rephrase the question. We recognize that 
due to the infrastructure that we have hero in our own country, we 
indeed have developed the technology which now exists and is 
available.

My question is: In the absence of this law or these laws, would 
the Eastern European bloc be up with us?

Mr. CHRISTIANSEX. 1 think they would be further ahead than 
they are now. Yes. Now. some people hold that their infrastructure 
is so poorly organized and other things are so lacking that, even if 
you gave them something on a silver platter, they would not be able 
to use it. I don't hold with that at all. I think that is simply not 
true.

Mr. WHALES'. So what you arc saying, then, is that indeed the 
Eastern European bloc is further behind technologically than they 
would be in the absence of these laws.

Mr. CHKISTIAXSES. Yes. In some areas, of .course, they are ahead 
of us.

Mr. WHALES*. That is true. I take it, therefore, that your conclu 
sion is that the law should remain, subject to——

Mr. CHRISTIAXSES-. If I may digress for one second here and 
make another observation—a lot of people have the idea that tech 
nology flow is a one-way street out of the United States. In reality 
they have some things which are ahead of us.

I understand some of their drilling equipment, for example. Also 
their efforts in making hydrodynamic power generation are further 
ahead. AVe shouldn't be thinking that we are ahead in everything, 
although in electronics, we are.

Mr. WHALES*. I raised that <|> i last week, and T then also 
queried the witness as to whether die Eastern European bloc has 
similar restrictions on technology moving from East to West.

Mr. CiiKisTrANSRS'. I don't know.
Mr. WHALES-. Do you know! Are American firms able to obtain 

technology without any restriction on the part of the Russian or 
Polish or other governments!

Mr. CiimsTiAxsKN. I don't know. I know, however, that some 
I .S. firms have received various commodities.

Mr. Iiis-«HAM. AVouldn't that be a (iovennnent transaction in any 
case!

Mr. WHALES'. You are right:
Mr. HivtiiiAM. Could I iust follow up Mr. Wlui'di's last ques 

tion : Do both of you gentlemen favor extension of tiie law. pro 
vided some of these problems that you have raised can be met!
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Mr. CIIRISTIAXSEX. Yes.
Mr. Sri HNKY. Yes.
Mr. CHRISTIANSEN-. I must admit the suggestions we have made, 

in relation to the law as it presently stands, are not very major. 
These are, however, reasonable changes that would help us do our 
job. This is what we are after.

Mr. BIXUIIAM. Thank you very much. I understand you have to 
leave at 15 o'clock, and it is almost precisely :5. so we very much 
appreciate your being with us. and I can say to the remaining wit 
nesses who have been patient that, since the House has now 
adjourned, we won't be interrupted for votes.

Mr. &PUKXKY. Thank you very much, Mr. Bingham.
Mr. liixGHAM. Now 1 would like to ask Mr. Gray and Mr. Stimp 

son and Mr. MeCloskey to take the witness table.
Mr. Stimpson. since you were gracious enough to yield some of 

your time, perhaps you would like to start.

STATEMENT OF EDWARD W. STIMPSON, GENERAL AVIATION 
MANUFACTURERS ASSOCIATION

Edward W. Stimpson, president ;md a board member of the General Avia 
tion Manufacturers Assocat.,>ii ((JAMA), Washington, D.C., joined the associa 
tion when it wan funned on January 1, 1!)TO. lie was elected president in 
Xovemher, 1!)70.

Mr. Stimpson hart been vice president, public1 and international affairs, from 
January to November, 1970. In that capacity, lie directed GAMA's advertising 
and public relations programs and represented the association in legislative 
and international affairs.

Mr. Stimpson served with the Federal Aviation Administration in Washing 
ton, D.C., from December 100'J until be joined GAMA. lie was named FAA's 
assistant administrator for congressional liaison in July, l!Xir>. In this position, 
he was responsible for advising the FA A administrator on all phases of con 
gressional activity. He received the U.S. Department of Transportation Merito 
rious Achievement Award, FAA's Meritorious Service A'vard and its Decora- 
lion for Exceptional Service in recognition of his performance.

Hefore his Federal (Jnverninent service, Mr. Stimpson was acting director of 
the Pacific Science Center Foundation at Seattle, Washington where be devel 
oped and administered a program to convert the T'.S. Science Pavilion at the 
Seattle World's Fair into a permanent Science Center.

From ]!K>0 to I'.KU, Mr. Stimpson was assistant to the president of the Seat 
tle World's Fair and the fair's Washington. D.C. representative.

Mr. Stiinpson was born on .Time IS, 1034 in Bellingbam, Washington, and 
was graduated Cum I.aude from Harvard College in 11K50. He is a private 
pilot.

He is married to the former Dorothy Sortor of Seattle. They reside in 
Washington. D.C.

GAMA represents the nation's leading manufacturers of general aviation air 
craft, engines, avionics and major components.

Mr. STIMPSOX. There is an advantage, in everything. Mr. Chair 
man.

Mr. BT \OH.\M. T will repeat for the benefit of our guests. Mr. 
James Gray is a representative of the National Machine Tool 
Builders Association. Mr. Edward Stimpson is of the General Avia 
tion Manufacturers Association. Mr. Peter McCloskey is with the 
Computer and Business Equipment Manufacturers Association.

Mr. STIMPSOX. Thank you. Mr. Chairman.
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AVIATION INDUSTRY EXPORTS

I might at (he outset say we are in agreement with the recommen 
dations made by Mr. Spurney since we were part of that statement.

Some time this year our general aviation industry will export its 
50.000th genera] aviation airplane. Exports are very important to 
our industry. About 25 percent of our total production here in the 
United States is exported. Last year. .'5.550 airplanes were exported 
abroad to over 85 different countries, and these airplanes are used 
primarily for transportation purposes. They are also used for agri 
cultural purposes. They are used for air taxi charter purposes. They 
are used in industrialized countries for business transportation. They 
are used in countries like Venezuela, Australia, lesser developed 
countries, for opening up the transportation systems.

Our airplanes in general aviation usually do not involve high 
technology. The technology has been developed. It is well known. 
We have maintained our world leadership position because we have 
been able to build a superior product and we have been able to 
market and maintain it.

PROBLEMS IN ADMINISTRATION OF EXPORT LAWS

Consequently, as we look at the problem, we feel that our prob 
lems are not without ability to compete, but many of our problems 
are right here in Washington, D.C., in the export administration 
and the way this act has been administered.

We view our potential world market as equaling that of the 
United States. Consequently, it is very important to us that we have 
an environment in which we are able to market.

I don't think the problem is with the law. I think the problem is 
with this book right here, which are the regulations under which the 
law is administered and the way the law is being administered 
today.

Consequently, I think what you can do is to help simplify or 
direct the export administration to minimize procedures for licensing. 
The problems that you have heard before you today are very, very 
typical of what we are also facing in our industry. Let me give you 
an example.

COCOM LIST IS OUTDATED

The COCOM list which has boon talked about, and we go to the 
British Board of Trade to get the list which is classified by our gov 
ernment, is a highly technical, highly specialized list, but much on 
this list is technology which is 150 years old.

Single sideband, 720-channel radios. FAA requires all airplanes 
here in the United States, including general aviation airplanes, to 
have 7'20-channel radios now, but the COCOM list lists this as high 
technology.

It is just absurd. So. consequently, one of our companies which 
has a little two-place, trainer has a 720-channel radio—but because it 
'is on the COCOM list, you are supposed to get an export license.
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DELAYS IX LICENSING

So in you conic for a license because it is supposedly high technol 
ogy. It goes through the process. Here we are. Delays. There are a 
couple of examples here. For example. Gabon. I am not sure we 
have a problem with (iabon in foreign policy.

Here is an export license it took close to (i months to pet. Then, 
when the license was approved—it was for a Cessna '207 airplane, a 
.single-engine airplane, a workhorse airplane which is used probably 
for air taxi, hauling cargo in (ial>oi or whatever the conditions 
imposed state.

[Copies of three export licenses issued by the Department of Com 
merce to Cessna Aircraft Co. follow :]

.EXPORT' 
LICENSE

Cess-na Aircraft Coopaay 
Sal^s Scheduling 
5300 F-aat Pounce 
Vtct:ita. HanaiM 672C1

Air Orrlce
-A'fian«s-Hcliconreres-"w
2 7 2.232 ' -
Aecunort Intenaatlcnal Lean ilHA
LibreTlIle, Gabon

. ' 310 i 402 * , . •••
2 «* | Aircraft, piraonil & utility type, sulti • 724(2)A !

! mxlBt. 3000 Iba i ovtr ci^ty alrfr=e 431 i . i
weight, non-nilitary, new ' i $248,000.00

."THIS LICF.:;SE >s I^SUVILXIS -;-:E r.-.s'.s c:- 1 C:.?.;.K •:-'."LFi?TAsr,:-s5 ' /'
ON THE PART OF BOTH AP?I.IC/::T 7-..M' CCNSr.NEE, APPLICANT WI^l FAJ^Hlchitu 
INFORM LATTER IN WRITING WITH COTV TO T.'-F \j.f.. CEPT. OF CCXXEF.CE" *«»•» 
THAT SUBJECT FOUR CR.^FI, (2) MC2E1 -- 31; AS'D ;2) XOEEL 14)1, AR£ INTENDtD 
FOR: (A) DEMONSTRATION USE BY -.:-:i CCNSIGNEL ONLlf: (E) RE.5ALE. ZSZOR LEASE, 
OR CHARTER, OR REEXPORT, R£Q"IRCS SEPARATE A:in SEPECIFIC AUTHORIZATION 
FROM HI ,THE D.S. DEPT. OF COXXEPCE: (C) S'JBJUCT FOUR AIRCRAFT f(ILL NOT BE 
USED IN ;?,CTTHERN RHODES I A." : •

-I
i TOTAL,
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A 1 6 5 7 2 7,<^5%\ lluitrJi g>tntrs uf -\nicrira ;

774 
«»

cw'.o (BRAZZAVILLE)
i'cOU^UTOrult^A'fJltii'NArQN ~r ~ ~ ~

lea ! Cejirii'KcxijI U206 Sutlo^alr II .
j Aircraft Single En^lno. Iiwi-«l llurjr. ntx : 7:« (2) A j i

" "THIS Licnisc is issuro ON TI-E n.icis OF c:.r.v. u;;[ir.n.s-v:DjNc f/>/'*lcMU
ON TUP PAPT OF APPLICANT, INTt.KflEDIflTE 7.NO ULTnu'.TC CO.'.'SICMCE , | (UnJll 
CESSNA WttL INFORM AIH SERVICE OF CADOM <VJO AEiW SERVICES Or

SUCJECT
VtCLC IH WRITING WITH COPY TO THE U.S. DEPARTMENT OF fiOiMKnCE, ,THA5P.'._ 
T AIRCRAFT IS INTENDED FOR: (1) DEMONSTRATION PURPOSES DY. ;AEI!0 ."''. 
CS 1OF CONGO-BRAZZAVILLE ONLY; (2) RESAI-E, OB LEASE/ OR aCWE/I, OR '• 
RT FROM THE CONGO-BRAZZAVILLE P£QU1P-ES SEPARATE AND SPECIFIC AL'TIIOHI- : 
FROM THE U.S. DEPARTMENT OF COlTT.XCKl (3) SUBJECT AIRCRAFT -.- | 

WILL NOT BE USED IN M SOUTHERN RHODE!"IA." ! | K,I« JCO.000.00 __ |

058387-vi

BEST COPY AMIABLE
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LICENSE

CESSNA AIRCRAFT CCXPAHT 
Sales ScU^ling 
jaOO £&aC Pawnee 
Ulcait», Kansas 67201

o? .
.LI;

•'.injar lio 2 P 0 Kar-d Airport 
Cemiatovn Transvaal

10 e*. CMM/l Model 150 
Aircraft non-alll 3^ (2)A , ^ - ! i . 

431 | $160.000.00 _
en th" ;-xrt cf bet- applicaat 

i*-r.= wit:: ccpy to : the U.S.

and cos-

(b) sale/lease/charter to -:;/;rr-:.-jrr. .1 <jr.titi"n r-rqiires separate and ^Ef^clftc _ . 
autr.orizatior. frcn the U.2. D^L irtr-rr.t '.f Cir^r.->rt^. j / .' •]..'' , ''. J

(c) r";'?xpcrt frCE oOutii. Afric'i ro-^iir^j ~'-T ifite ani specific authqrtiatlon from s . ,,' 
the U.S. Department of C •.;.-/;.- :- . . ' : ' ''' '

(d) sublet 'aii-craft wlii ::^r fc--1 u;-'^ ir.^;^.:'.:. ••--•-:•. Pio-!e.-jLa ."

This liconso is issued on the linsis of ;\ rlrar understan'linp: on the part of 
the applicunt and intermediate consignee and ultimate consignee to inform the 
ocinsiL'iiees in writing \vith a cuiiy In the !'S. Department of Comnierce that 
subject Cessna model 207 is intended for normal business use, that resale or 
lease or charter sir re-export from (lalion requires separate and specific author 
ization from the I'.S. Department "f ('oniineree, and subject, craft will not be 
used within Southern Rhodesia.

.Mr. Sri iMi'so.v I think the Rhoilcsia one exi)lains itself, hut the other 
tiling—it ties us down to so many liiniiations on u little Sl(t.OO') 
airplane.

So. Air. (Mininnan. I think we are saving to yon today——-
.Mr. BiNdiiAM, Excuse me. Is that herause of that communications 

that you mentioned? The radio system?
Mr. STIMPSON*. Yes. lie, has to pro through the procedure here.
Mr. "BiNcniA.H. Not otherwise? That plane otherwise wotdd not 

he——-
LJST AM) PROCKSS SHOULD UK I.TDATF.D

Mr. STIMTSOX. Yes. What we would like to see is this list updated 
in the era of the 1070's instead of the era of the lOliO's and he up 
dated and reflective of current technology, that we are really pro-

BEST COPY AVJUUBLE



tecting something. What we are trying to keep out of the Soviet 
bloc is also applying to the free world of friendly nations. We rec 
ommend that the process be updated whereby the friendly nations 
with whom we do not have foreign policy problems and national 
security considerations—that there be a real, true flow free system, a 
simplified system.

We have made these recommendations to the Department of Com 
merce and the Council on International Economic Policy. I must say 
we have some sympathetic ears in Commerce, and I hope that 
between this committee and the Congress and the Administration, 
perhaps 3ome nf these problems can be taken care of as you renew 
this piece of legislation. So. thank you very much.

[Mr. Stimpson's prepared statement follows:]
PREPARED STATEMENT OF EDWARD W. STIMPSON, PRESIDENT, GENERAL 

AVIATION MANUFACTURERS ASSOCIATION
I am Edward W. Stimpson, President of the General Aviation Manufactur 

ers Association (GAMA). Om- membership is composed of thirty-four companies 
that, manufacture 99 per cent of the aircraft, engines, avionics, and component 
parts used in general aviation.

We conour completely with the presentation and specific recommendations 
made by the Joint Industry Group. We hope that this Committee 'vill give 
serious consideration to the recommendations and facilitate their implementa 
tion into law.

The United States general aviation industry has developed and maintained a 
world leadership position. Sometime this year, the industry will export its 
50,000th aircraft, and over 90 per cent of the world's fleet has been manufac 
tured in the United States. We want, to keep thJs world leadership position. 
We are also the leading producers of engines and avionics for general aviation 
aircraft produced both in tile United States and abroad.

Historically, about 23 per cent of the United States general aviation produc 
tion has been exported. In 1975, U.S. general aviation manufacturers exported 
3,550 airplaru-s valued at more than 340 million dollars to over 85 eo;.;;tries.

The growth in general aviation, both in the United States and throughout 
the world, is attributable to the inn-easing transportation, industrial, and agri 
cultural role of the general aviation ahplanc. The general aviation airplane is 
no longer regarded as a luxury, but as essential transportation and economic 
necessity. Most of the sales abroad are in the private sector for business use.

General aviation products do not usually involve wlvat is regarded as high 
technology. (Jenera! aviation products arc basically products of well known 
design and technology.

Tliis successful record of export growth has come about as a result, of sys 
tematically preparing and establishing a worldwide network of sales outlets 
(outside of the Soviet Hlo< ) ; by training our international sales staff in tiie 
techniques of marketing and by designing technological variations of our air- 
nlanes to apply them to specific foreign requirements. Independent businesses 
located in individual countries have been the keystone to the international dis 
tributor-dealer network. Substantial capital investments now exist around the 
world in sales and technical installations to provide repair, overhaul, and war 
ranty services to the airplane customer, and generally perform the functions of 
a fixed-base operator comparable to the best general aviation installation in 
the United States.

This effort has been going on for over thirty years, and U.S. manufacturers 
have been providing airplanes to the peoples of the world because our products 
have earned the confidence of .public and .private sector customers duo to the 
integrity of our methods, the quality of our pi.iducts, and their usefulness.

In addition to being utilized in the industrialized and developed countries, 
vast benefits and opportunities for use an- manifesting in the developing 
world. There the airplane is inseparable from <•"• itomic development. To build 
railroads and other sr.rl-icc transportation systems is time-consuming and 
costly. The airplane -an also establish communications more efficiently in mini-
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mum time. In areas where, for centuries, life has proceeded on the village 
level, peoples' horizons have lieen widened by the opportunity to travel to dis 
tant destinations. Communications are needed with remote and inaccessible 
sites where raw materials or oil are extracted. Agricultural development pro 
grams and the whole spectrum r.f expanded economic activities require for 
people to be mobile. As more airplanes are placed in service, more pilots need 
to be trained, and fleets (if single and multi-engine trainers are sold for these 
requirements. Areas must be surveyed for natural resources; countries have to 
he mapped. As more airplanes operate, airport networks have to be extended, 
and we supply airplanes equipped with airborne electronics to calibrate the 
navigation and communications facilities for flight safety. Public health serv 
ices need airplanes for rescue and evacuation; we have built airplanes with 
complete intensive care units to bring medical services to the Australian out 
back or to farmers in the jungles of Venezuela anu the new nations of Africa.

We view the world market for the general aviation airplane as increasing 
and potentially equaling the domestic market. However, to realize this goal, 
there are many challenges. Foreign competition is increasing, the world energy 
crisis has precipitated a variety of import restrictions in foreign countries 
tariff and non-tariff barriers restrict the flow of trade, protectionist!!.' actiou.-> 
have heen taken by a number of countries to protect their aircraft industries. 
These are serious impediments to the continued growth of general aviation air 
plane exports. However, one of our biggest concerns is not overseas, but 
rather, right here in Washington, D.C, with the policies and practices of our 
own U.S. government.

The U.S. licensing system is viewed by our foreign competitors as one of 
their selling advantages. Our industry has experienced unnecessary delays and 
we have lost sales. \Ve have seen needless and apparently unnecessary coordi 
nation and confusion between agencies of our government. Unexplained foreign 
policy considerations have extended the deliberations of validating licenses, 
and inordinate delays result.

We have attempted for almost two years to have the U.S. Department of 
Commerce amend the regulations, to update the regulations, and to reflect 
more realistic controls of technology. For example, Interpretation 20 applies to 
the export of aircraft fur civil use—whether it is a wide-bodied 747 or a two 
seat type trainer. The equipment list of Interpretation 20 requires a validated 
license for such ancient equipment as a single side band radio (in existence 
for ISO years) and a 72(1 Channel Y1IF radio which is required by our own 
Federal Aviation Administration to be installed in U.S. registered aircraft. 
This technology exists worldwide. It is not new technology. Yet, because of 
COCOM, United States aircraft manufacturers must apply for a license to 
export aircraft to many friendly nations. The problems of licensing delays, 
coupled with the fact that foreign competitors are being assisted by their gov 
ernment, is causing difficulties for U.S. companies.

OOCOM. as we understand it, was created to control certain types of techno 
logical exports to tin- Soviet Bloc countries. The COCOM equipment list should 
be immediately revised and should not be used as a basis to control general 
aviation airplane exports to countries outside of the Soviet blue. If there are 
foreign policy considerations for not doing business with certain countries, this 
should be dti'v established and justified to the Congress and the exporter.

The content ol Interpretation 20 is woefully outdated and obsolete. Its use 
for other purposes abrogates the intent of Congress as set forth in Section 3, 
Declaration of Policy of the Export Administration Act.

In conclusion, we would urge the Congress to be more directive in this legis 
lation with regard to the use of qualified experts from industry in establishing 
export controls. It does not make sense that technology that lias existed for 
decades and is in use by foreign countries, friends and foes alike, should be an 
impediment to the export of I'.S. made products, by our own government. 
Through effective consultation with industry and a requirement to he respon 
sive to industry recommendations on a timely basis, these problems could be 
readily resolved in the best interests of our nation.

In recent weeks, our Association has made a number of recommendations to 
the Department of Commerce, Council on International Economic Policy, and 
the Department of State, which we believe will facilitate trade without com 
promising the stilted purposes of the Export Administration Act. The time is 
overdue for an overall updating and simplication of the current system. We
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are hopeful that working together we will he able to achieve legislation and 
regulations which will improve the entire process.

Mr. BIXGHAM. Thank yon very much. Mr. Stimpson. Could I just 
get something clarified—Does your association represent the manu 
facturers of aircraft that generally go under the heading of general 
aviation? That is, nontransport, noncommercial aircraft?

Mr. STIMPSON. General aviation. Right. Our companies—Thirty- 
four companies make, 99 percent of the general aviation aircraft: 
Cessna, Beechcraft. et cetera.

Mr. BIXGHAM. You referred to the 747 in your statement.

ALL AVIATION IS "LUMPED" TOGETHER

Mr. STIMPSON. One of our reasons—I think the Department and 
the Export Administration—lump us all together. Radios, technical 
equipment, rmall airplanes, and little trainers are put in the same 
category as 747s.

So we are all lumped in one hig hall, and we are saying, you 
know, we are not really in high technology. We are, out here doing a 
different thing.

Mr. BIXGHAM. Would you like——
Mr. WHALKX. I just want to ask one question for clarification. 

You mentioned the old technology that still is on the list. However, 
does this technology exist in the Eastern bloc •'

Mr. STIMPSOX. Yes. basically. They make airplanes in the Eastern 
bloc. They make jet airplanes. They make piston airplanes. They 
basically have, the technology. We just think we do a better job of it, 
and that is why we have our leadership.

WIDE-BODIED AIRCRAFT

Mr. BIXGHAM. Can you answer a question that T raised the other 
day and I couldn't get an answer to it ? Ti is perhaps more curiosity 
than anything else, but why does the wide-bodied plane require— 
why is that a .peculiar technology which currently the Eastern 
European nations apparently do not have?

Mr. STIMPSON. 1 think again it gets back to our leadership in 
terms of technology.

Mi-. BIXGIIAM. What is it technically about wide-bodied aircraft 
that is so special ?

Mr. STIMPSON. They have got large airplanes in the Eastern bloc 
countries. There are primarily military airplanes. But it is the eco 
nomically commercial airplanes, the wide-bodied jets where we have, 
developed the technology and production capacity.

Mr. BINGHAM. Mr. Gray.

STATEMENT OF JAMES A. GRAY, EXECUTIVE VICE PRESIDENT, 
NATIONAL TOOL BUILDERS' ASSOCIATION

Mr. (Jray began liis career in association work in 11)40 when he left his job 
ns statistician with the Celanese Corporation to assume n similar position with 
the National Machine Tool Builders' Association. At NMTHA, he steadily 
advanced with the organization and held the positions of chief statistician, 
assistant secretary, and assistant secretary-treasurer until he left NMTBA in
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1964 to become executive vice president of National Tool, Dip & Precision 
Machining Association. In February, 1!)W>, lie returned to NMTBA to serve as 
executive vice president.

Mr. Gray is a graduate of Marietta College and received further schooling at 
Western Reserve University, both in Ohio, prior to working for thp Celanese 
Corporation.

He serves ns president and general manager of the National Machine Tool 
Builders' Show, Inc.. u wholly-owned subsidiary of NMTBA, which sponsors 
one of the largest industrial equipment exhibitions held anywhere in the 
world. In 1!)70, the last "Machine Tool Show" wis held in Chicago, and 1972 
marked the beginning of the "International Machine Tool Shows" which are 
held on a two-year cycle. At the first IMTS, tlitre were over 700 exhibitors 
from sixteen nations and approximately (>5,000 visitors from virtually every 
industrialized nation in the world. IMTS-70 will be even larger and machine 
tools and equipment from thirty nations will lie exhibited at it.

Mr. Gray attends the major overseas machine tool expositions held by coun- 
terpait associations.

As a representative of NMTBA ami the machine tool industry, ho has made 
several trips and lias participated on trade missions to the F.S.S.H., Poland, 
Hungary, Romania, Czechoslovakia, and Brazil. He visited Moscow and Lenin 
grad in September, li)73, as a guest of the Minister of the Machine Tool and 
Tool Making Industry of the II.S.S.R. He is a charter member-of the I : .S. 
Romanian Economic Council and the newly-formed I'.S.-Czeclioslovakian Eco 
nomic Council. In li)7i>, he traveled to Iran to meet with potential buyers of 
American machine tools and to discuss the possibility of a I ! .S. machine tool 
show in Iran.

In April. 197-4, lie was in Moscow for the opening of STAXKI-USA—the first 
U.S. exhibition of machine tools in the F.S.S.R.—which was initiated by 
NMTBA and sponsored by the T.S. Department of Commerce. In April, li>73, 
he attended the Chinese Export Commodities Fair in Kwangchow. the People's 
Republic of China, and returned to that country in November, V,\~!~>. to conduct 
the joint Manufacturing, Technology and Science Symposium and Trade Mis 
sion. That trip took him to Peking where then1 were meetings with the China 
National Machinery Import and Export Corporation and on to Shanghai where 
he and the mission members visited Chinese machine tool factories.

Mr. GRAY. Mr. Chairman. NMTBA appreciates this opportunity 
to present its views in these oversight hearings on export licensing 
of advanced technology. I will summarize our full statement and ask 
that it he included in the record in its entirety.

Mr. RiMiiiAM. It will he so done.
Mr. GRAY. This afternoon, this distinguished subcommittee will be 

addressing itself to nothing loss than the national security of the 
United States. Our statement. along with the testimony of other wit 
nesses, should be analyzed from that perspective.

We are asking neither the sulxoniniittee nor the appropriate exec 
utive branch agencies to countenance breaches in the national secu 
rity in the interest of providing business for our members and jobs 
for our workers.

What we are asking is that you consider whether in fact the 
national security is today being breached by the haphazard, uneven, 
and technically unsound administration of the various unilateral and 
multilateral export control laws and regulations.

IMl'OKTANCK OF MACHINE TOOL INDUSTRY

Our government spends billions of dollars every fiscal year as 
indeed it should, to maintain parity, if not superiority, in a myriad 
of national defense items. However, if the I'nited States does not 
also have a healthv and viable machine tool industry, our Nation's
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ability to equip itself in peacetime, much less wartime, will be seri 
ously compromised. We believe that the seeds of just such a compro 
mise are in existence today.

The charts we have submitted for the record impel us to the ines 
capable, conclusion that the health of the American machine tool 
industry, and the national security which depends upon it, is heavily 
conditioned upon our industry's ability to expand its global markets.

Given the European Economic Community's growing interreliance 
upon the West European machine tool industry, the largest, most 
dynamic markets available to our industry lie in the Soviet Union, 
in Eastern Europe, and in the People's Republic of China.

However, our ability to compete with our Japanese and West 
European trading partners in the vast Socialist marketplace is 
severely restricted by. among other tilings, the misapplication and 
maladministration of the various export control regulations of 
COCOM and the Export Administration Act.

EXAMI'LK OF LICENSING PROBLEMS

Permit me to give you a recent example. An XMTBA member 
company had consummated a deal with the Soviet Union to supply a 
pilot order for five machines valued at about $:} million to a Soviet, 
factory.

The Office of Export Administration in the Commerce. Depart 
ment had the license application under consideration for 9 months, 
despite the fact that the numerical controls on the machines were 
outdated by U.S. standards and were not under COCOM control. Our 
member had al«o demonstrated that comparably accurate machines 
were available from a non-COCOM source.

In February of this year, the Soviets finally became tired of wait 
ing for our Government to make up its mind whether to grant, this 
license. They canceled the order with the American company and 
replaced the order with a West German machine tool builder for 
machines eouipned with far i"orp sophisticated numerical controls, 
which are clearly on the COCOM restricted list.

Xow, our member lost a $3 million sale; $3 million worth of jobs 
were lost to American workers. The West German machine tool 
industry increased its ability to overcome American technological 
superiority. And the Soviets got a machine, with far more sophisti 
cated controls than they would have been able to buy in the United 
States.

The recent GAO report on East^West trade indicates that the 
administration's failure to provide timely answers has both hurt 
American exnorters and has severely strained relations with our 
COCOM trading partners in cases where the Economic Defense Advi 
sory Committee. EDAC. lias been asked to grant COCOM exceptions.

'PROPOSED LF.OISLATIVE <;nmxi\F.s

Therefore, XMTRA calls upon this subcommittee to provide the 
following legislative and/or oversight guidelines in order to facili 
tate, timely disposition of license requests, whether originated by 
U.S. companies or by COCOM.
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Many of these guidelines are contained in the GAO report in the 
form of recommendations to the appropriate executive, branch agen 
cies. NMTBA believes that these GAO recommendations need the 
legislative mandate, which only the Congress can provide, if they 
are to be promptly adopted.

First: OEA and the Advisory Committee on Export Policy, 
ACEP. should bo required to process license requests from U.S. 
companies and exception requests within 60 clays of their receipt.

Second: If additional personnel, knowledgeable personnel, and 
computerized data bases are required to promptly process license 
and exception requests, the necessary funds should be authorized in 
this legislation and should be appropriated by the Congress.

Three: The unanimity rule in ACEP deliberations should be elim 
inated. If the ultimate authority lies with OEA—and ACEP's role 
is merely advisory—then a unanimity rule is not only unnecessary, it 
is too time consuming.

Four: The EDAC review structure for COCOM exception cases 
should be transferred to ACEP.

Five: When it is necessary for a license application to be for 
warded to COCOM. OEA should be required to clear the. documenta 
tion submitted with the company applying for the license, to make 
sure, it is valid. And this recommendation was not included in the 
GAO report.

Six: The current technical criteria used by the Defense Depart 
ment and others in determining a response to license applications 
and exception requests should be narrowed to probable, rather than 
possible, military uses and detrimental effects on U.S. security.

Permit me to illustrate this point. This chair I am sitting on 
could be possibly converted to be the backseat of an automobile, but 
it wouldn't be practical, and I doubt very much that anyone would 
want to spend any time or money to do it.

When this comes up in our discussions with the people in the Gov 
ernment, when we'are discussing licenses, we usually have to say: 
"Yes, it is possible, but it is highly improbable."

COCOM PARTNERS PROSPER AT U.S. EXPEN'SE

Anyone who believes that the COCOM regulations have resulted in 
withholding advanced equipment and technology from the Socialist 
countries has been seriously misled.

Our "virtuous" practice keeps us from selling more to the Social 
ist countries, while our NATO partners prosper, by taking away the 
lucrative business that we are still not able to handle. The machine 
tool industries of other nations reap the profits, which in turn are 
plowed into research and development to further close the technolog 
ical lead the United States once enjoyed.

Aggravating the s^i^'tion is the fact that Sweden and Switzer 
land, who are not COCOM signatories, are capable of producing very 
sophisticated equipment. It is known that thev have shipped nmneri- 
callv controlled machine tools to the Socialist countries.

Throughout this testimony, we have been talking about the sale of 
equipment for the manufacture of nonstrategic products. In no way 
does our industry suggest that machines designed especially for
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the production of armament be decontrolled, regardless of its 
destination.

While the 1 .S. export control policies have placed the T'.S. 
machine tool industry at a disadvantage, they have not really 
served the purpose for which they were intended. They have not 
prevented the Socialist countries from acquiring1 the equipment they 
want from other countries.

They have fostered the development of advanced technology in 
the Socialist countries. The policies hnve resulted in the loss of 
many jobs in the United States, and the loss of profits on the sales 
has meant that less money was available for research and develop 
ment so necessary to maintain a technological lead.

We are not asking for special treatment. We are asking for fnir 
competition with other COCOM signatories. We are also asking this 
subcommittee to seriously consider whether the machine tool indus 
try's inability to compete on an equal footing with foreign compa 
nies in the nonniarket countries does not. in fact, work against our 
national security.

1 tried to shorten that. I will be glad 10 answer any questions.
[Mr. Gray's prepared statement and charts follow:]

PREPARED STATEMENT OF JAMES A. GRAY, EXECUTIVE VICE PRESIDENT, 
NATIONAL MACHINE Tool. BUILDERS' ASSOCIATION

Good afternoon. My name is James A. Gray. I am Executive Vice President 
of the National Machine Tool Builders' Association (NMTKA). NMTHA is a 
national trade association with approximately ,'{(>0 members accounting for 
about !K)% of the T'nited States' machine tool production.

Most of our member companies are small businesses. Over 70% of these com 
panies have fewer than 250 employees. The total animal machine tool ship 
ments of the industry in 11175 were $2.45 billion, and 1U75 net new orders \vcre 
$1.10 billion. The entire industry has approximately 00,000 «:iiiploy6cs. This 
represents a drop in 7.0OO jobs since 1!I74.

Thus, we can expect a substantial drop-off in employment in the machine 
tool industry, unless the mid-l!>75 pickup in net new orders is sharply 
increased in 1070. Ours is a long lead-time industry, and it is still working on 
a backlog of orders from 1JI73 and 1!I74. when business was very good. How 
ever, the backlog is being steadily reduced, and the employment picture in our 
industry is unlikely to remain stable without substantial increases in domestic 
and/or foreign orders.

NMTHA appreciates this opportunity to present its views in these oversight 
hearings on export licensing of advanced technology.

NMTHA IS VITALLY CONCEUXKIl WITH NATIONAL SKCVKITY ISSUES

This afternoon, this distinguished subcommittee will be addressing itself to 
nothing less than the national security of the T'nited States. Our statement, 
along with the testimony of other witnesses should lie analyzed from that 
perspective.

We are asking neither the subcommittee nor the appropriate Executive 
Branch agencies to countenance breaches in the National Security in the inter 
est of providing business for our members and jobs for our workers.

What we nrr asking is that you consider whether, in fact, the national secu 
rity is tntlnji being breached by the haphazard, 'ineveii and technically unsound 
administration of the various unilateral and multi-lateral Export Control laws 
and regulations.

A HEALTHY .'.Nil VIAHI.K MACHINE TOOL INDUSTRY IS VI I AI. TO THE NATIONAL
OKFLNSK

In considering the <|iiestion, let us tirst examine the products we are 
attempting to sell at home and abroad. Machine tools are the foundation of
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any modern industrial economy. Machine tools are machines which cut, shape 
and form metal. By definition, machine tools are necessary to the production 
of virtually all machinery and purts, consumer items made of metal, and most 
national defense items.

Thus, if the American machine tool Industry does not remain strong, the 
timely production, in the event of a national emergency, of all types of weap 
ons, armaments. RlrplaneH, missile systems, production machinery and other 
defense items will J>e i.iiperiled.

Our Government spends billions of dollars every fiscal year (as indeed It 
should) to maintain parity, if not superiority, in a myriad of national defense 
items. However, if the United States does not also have a healthy and viable 
machine tool industry, our nation's ability to equip itself in peacetime (much 
less wartime) will be seriously compromised.
U.S. UNDERINVESTMENT HAS CAUSED MUCH OF THE U.S. MACHINE TOOL INDUSTRY'S

PROBLEM

We believe that the seeds of just such a compromise are in existence today. 
In the 1960's, the United States had the lowest rate of capital investment of 
any major industrialized nation. 1 As a result of this insufficient Investment, 
we also had one of the lowest rates of productivity growth of any Western 
nation. 2 This resulted in an average national economic growth rate of four 
percent per year, which was sixth among the seven major competing indus 
trialized Western nations. 3

As other nations channeled relatively more of their resources into capital 
investment, acquiring more modern plants and equipment, they eroded our 
competitive edge in world markets adding to our potential for unemployment, 
inflation, capital shortages, and, ultimately, this contributed to the 1974 reces 
sion. Chart 4 shows the American economy's consumption of machine tools for 
the past fifteen years. Our nation's purchases of machine tools looks like the 
proverbial roller coaster. During much of the early 60's, machine tool consump 
tion in America was on the uphill climb. Then, in 1967, we began a frantic 
trip downhill into the depths of a 1971 machine tool depression. Since that 
time, American machine tool consumption lias been climbing at an ever faster 
rate. Consumption in 1975 ran to an estimated 2.2 billion dollars.

We have attained a dizzying altitude, but the precipice is now in full view. 
New orders were down in 1975, arid we have been working off our backlogs at 
a rapid pace.

These wild fluctuations in machine tool demand are damaging. When 
demand falls too low, it takes years to rebuild the work forci and recover rev 
enues which are lost.

HEAVY BACKLOGS CAUSE HEAVY IMPORTS OF MACHINE TOOLS

The growth in backlogs brought on by sudden demand creates a serious 
problem—the loss of another portion of our domestic market to foreign com 
petitors. As backlogs grow and our deliveries stretch hut, more and more of 
our domestic customers l>egin looking overseas to meet their immediate 
machine tool needs/* Thus, as machine tool backlogs rise, machine tool imports 
follow just as surely as night follows day. To be sure, the dollar value of 
imports decreases as backlogs decline. But the imports hold onto their freshly 
captured markrt xhare, leaving a smaller piece of a smaller pie for the American 
machine *ool industry.

Chart 6 illustrates the point. In the mid-60's when business was on the 
upswing, our overseas competitors, cashed in with a 165% increase in their 
share of the American market. Then the foreigners held on to their recently 
gained market share until the next surge in business. In 1974, when our back 
logs were at all time highs, our foreign competitors increased their market 
penetration by another 32%. A'oir, then tin taking one out of every Kfven 
machine tool dollart spent in the Vnited State*.

It would mean economic disaster to try to equip our plants to meet domestic 
demand peaks just so that we can keep imports out of the country. The only

1 S«-chart 1 on p. 155. 
' Sw chart 2 on p. 156. 
" Sw chart 3 nn p. 157 
• Sw chart 5 on p. 159.
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way we can afford to gear our industry fur the peaks is by eliminating the 
deep valleys, so that, we have a stable, crowing market for our products—one 
that would not. lie subject to the violent ups and (loans for which the American 
machine tool industry is so famous.

INCBKASKI) KXFORTH ARK VITAL TO A HKALTIIY U.S. MACHINE TOOL INDUSTRY

However, the world machine tool market has heen growing steadily and is 
almost unaffected by the ups and downs of individual national machine, tool 
demand cycles. 5 It is .simply the result of the counter-cyclical effect of com 
bined markets. The $13 billion world machine tool market is an answer to our 
industry's problems. // the American machine tool industry would really 
market its products on a global scale, it could become almost, immune to the 
vagaries of the domestic business cycle. As a result, our industry could better 
absorb sudden domestic demand peaks and meet our customers' immediate 
machine tool needs.

The dollar value of our exports has been rising,6 but this is not the whole 
story. The dollar volume of exports does not take into account the effects of 
inflation and world market growth. To get the real picture of where the Amer 
ican machine tool industry stands in the world market, we must look at our 
share of that market.

Just: ten years ago, in the mid-60's, we still had a major part of the global 
machine tool market. About one-third of the world's machine tool output was 
made riyht here in America. Today, that portion has fallen to 19 per cent. In 
short, over the past decade, our share of the world market has declined nearly 
40 per cent.

Chart 9 shows that Japan almost doubled its share of the world's total 
machine tool business from 0% to 11%. West Germany's world market share 
has grown from l.r>% to slightly more than 20%, while the remainder of the 
European Economic Community (EEC) suffered a slight decline in total 
market share.

Our industry's 40% drop in world market share is attributable first to a 
declining share in the U.S. market. 7 Today, fully one out of ever.- seven dol 
lars spent on machine tools in (be United States is spent on a rimi'iilne tool 
produced in a foreign country by foreign workers and at a profit to foreign 
businessmen.

Chart 11 shows that in the export arena we have taken a worse drubbing 
than at home. When we look at the dollar value of our exports, the results 
seem encouraging. But if we look at American exports as n percentage of all 
of the machine tool exports in the world, the results are indeed discouraging. 
In 1064, twenty-one percent of the world's machine tool exports were produced 
by the TInited States. Today that percentage has fallen to nine percent. That 
represents a 60 percent loss in America's share of world export markets in 
just ten years, but even more significant is the substantial gain for our major 
foreign competitors.

West Germany, after expanding its market share by 30 percent over the past 
decade, now holds 3H percent of the export market. Today the other EEC coun 
tries divide up 18 percent of the market, while Japan has captured nearly four 
percent.

Why is this so? Why have we lost such a large portion of the markets that 
once relied on American machines?

f!liart 12 shows that part of the answer lies in our four traditional export 
markets—West Europe, Japan, Canada, and Mexico. Ten years ago the Ameri 
can machine tool industry still dominated those markets and they accounted 
for 70 percent of our exports, but today they account for just over half our 
export".

Chart IS shows that just a decade ago, more than 35 percent of all the 
machine too's imported by the EEC. Japan. Canada, and Mexico were made in 
America. Rut over the decade, our foreign competitors have turned into strong 
adversaries, so that today only fifteen percent of these once-lucrative markets 
are served by American machine tools—a drop of more than 50 percent in 
market share in iust ten years !

In the middle 1!W>0's, NMTRA's International Trade Committee, after careful 
study, selected seven nations that had potential for export growth. These

s Sw chart 7 on p. Ifil. 
• S?p chnrt N on n. 1fi2. 
7 SPP chart 10 on p. 164.
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nations fall into three market areas—Brazil, the Soviet Union, and the rest of 
Eastern Europe. Since that time, NMTBA and its members have conducted a 
modest program aimed at developing these markets. Chart 1% shows that 
today, after only a few years, our share of the world exports to these market 
areas has increased 1000 percent. With the exception of Korea (where there 
are special government considerations), these are the only known machine tool 
market areas anywhere in the world where America's market .share has 
increased in the last ten years. This export growth has strengthened our total 
exports significantly. In the mid-GO's these markets accounted for only 1.2 per 
cent of our national machine tool exports. By 1074, this figure had grown to 25 
percent of all U.S. machine tool exports. The lion's share of the growth has 
occurred in Brazil and the Soviet Union, while growth in the other East Euro 
pean markets so far lias heen modest. There are signs that our market share 
in East Europe will be accelerating over the next few years.

However, Brazil has become less attractive in recent months. Both tariff and 
non-tariff harriers imposed hy the government of Brazil have made it virtually 
impossible for our members to market their products in Brazil without locat 
ing plants there. Thus, this important market will apparently he foreclosed to 
most American machine tool builders, at. least, for the foreseeable future.

REDUCING EXPORTS TO THE SOCIALIST COUNTRIES WILL HARM THK MACHINE TOOL
INDUSTRY

All of this brings us to the inescapable conclusion that the health of the 
American machine tool industry—and the National Security which depends 
upon it—is heavily conditioned upon our industry's ahility to expand its global 
markets.

The largest, most dynamic markets available to our industry (given the 
EEC's growing inter-reliance, upon the West European machine, tool industry) 
lie in the U.S.S.U., in Eastern Europe and in the People's Republic of China, 
to which sixteen of our members travelled on an IOGA Trade Mission liist 
November.

However, our ability to "ompete with our Japanese and West European trad 
ing partners in the VUM. socialist marketplace i.s severely restricted, among 
other things, by the misapplication and maladministration of the various 
export control regulations of COl'OM and the E.rport Administration Ac>. AH 
we shall show later in this statement, our Japanese and West European trad 
ing partners are less hampered by export controls than are U.S. machine tool 
companies.

As a result, countless dollars for research and development (to maintain our 
ever-shrinking technological superiority) and countless jobs are being lost to 
Japanese and West European machine tool builders, thus enabling them to 
increase their ability to compete for American business in the American mar 
ketplace. And the U.S. machine tool industry's ability to provide stable employ 
ment and its capacity to stand ready to produce what is needed for a national 
emergency are sorely diminished.

We have already shown that, over the last ten years, our share of the Amer 
ican market has declined by ten per cent. At the same time, our share of the 
world export market has declined (>0 per cent. As a result, our share of the 
world's total machine tool output has declined nearly 40 per cent in ten years.

The principal significant increase in U.S. machine tool exports has heen to 
the Soviet Union. Since 1!)70. U.S. machine tool exports to the U.S.S.R. have 
increased from less than 1% to approximately 10%, or from $6 million in 1070 
to nearly !?!X) million in 1075. This translates into over 2,.r>(X) jobs. However, in 
the same period, our foreign machine tool competitors' export sales to the 
Soviet Union have increased from $140 million to an estimated $400 million.

A substantial share of these foreign machine tool sales would have been 
made by United States companies, were it not for the fact that lack of compet 
itive financing and overly-stringent enforcement of export controls, have made 
our industry an unrealiable trading partner vis-a-vis the socialist countries.

Permit me to give you a recent example. An NMTBA member company had 
consummated a deal with the Soviet Union to supply a pilot order for 5 
machines valued at about three million dollars to a Soviet factory. The Office 
of E\j>ort Administration (OEA) in the Commerce Department had the license 
application under consideration for nine months, despite the fact that the 
numerical controls on the machines were outdated l>y U.S. standards and were 
not under COCOM control. Our member had also demonstrated that compare-
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My accurate machines were available from a non-COCOM source. In February 
of this year, the Soviets finally became tired of waiting for our government to 
make up its mind whether to grant this license. They cancelled the order with 
our member company and replaced the order with a West German machine 
tool builder for machines equipped with far more sophisticated numerical con 
trols, which are clearly on the COCOM restricted list.

Now can anyone tell me how the National Security was served by this 
sequence of events? Our member lost n three million dollar sale. Three million 
dollars worth of jobs were lost to American workers. The West German 
machine tool industry increased its ability to overcome American technological 
superiority. And the Soviets got a machine with far more sophisticated con 
trols than they would have been able to buy in the United States.

CONGRESS SHOULD REQUIRE THAT EXPORT LICENSES MUST BE ISSUED IN A TIMELY
FASHION

In March, 1972, Nicholaas A. Leyds, who was then President of the Bryant 
Grinder Corporation, testified before the Senate Banking Subcommittee on 
International Finance in behalf of NMTBA. At one point: in his testimony. Mr. 
Leyds said "The thins that at this moment concerns us most with respect to 
customers is the time it takes to have those export licenses handled ... If you 
have a plan to build a factory somewhere you have a schedule in order to do 
it. You go around to your suppliers and you lay out by the critical path 
method what machines you want and when.

"If we have a customer who says, 'we want a number of machines from 
you,' we say, 'well, we will think it over and let you know in half a yef,r.' He 
will leave our office fast and go to a competitor. "This is much stricter in 
countries that; have an economy that is completely directed like in the Eastern 
European countries and in the IT.S.S.R. They must conclude the plan in n cer 
tain time. If they have any doubts about the length of time it will take us to 
get an export license, whether or not we will get, it, they simply say, 'we are 
not going through this agony—we are going to Japan.' "

The problem, which Mr. Leyds described in 1!>72—four years ago—is still 
with us today. The Government Accounting Office (GAO) said in the summary 
statement of its February 4, lf>76 Report nn the Government's Hole in East 
West Trade—Problems & Issues on page 46 :

"Commerce, OEA, and ACEP procedures are slow and awkwaid and need 
lessly dependent on unaccountable practices, unanimity rules, limited OEA dis 
cretion, arbitrary agendas, and unlimited discussion of exception requests.

"Defense wants to examine the military potential of each exception request. 
This examination is heavily dependent upon highly subjective appraisals of the 
potential exports' pnxxilile impact on Communist military and economic capa 
bilities. Underlying assumptions contained in these appraisals are seldom criti 
cally examined. Defense insists on post-shipment safeguards which are neither 
effective nor feasible as conditions for approving such exceptions."

The GAO report indicates that, tliis same failure to provide timely answers 
has severely strained relations with our COCOM trading partners in cases 
where the Economic Defense Advisory Committee (EDACJ has been asked to 
grant COCOM exceptions.

Therefore, NMTBA calls upon this Subcommittee to provide the following 
legislative and/or oversight guidelines in order to facilitate timely disposition 
of license requests, whether originated by U.S. companies or by COCOM. Many 
of these guidelines are contained in the GAO report in the form of recommen 
dations to the appropriate Executive Branch Agencies. NMTBA believes that 
these GAO recommendations need the legislative mandate, which only the Con 
gress can provide, if they are to be promptly adopted.

OEA and the Advisory Committee on Export Policy (ACEP) should be 
required to process license requests from U.S. Companies and exception 
requests within 60 days of their receipt. 8

If additional personnel and computerized data bases are required to 
promptly process license and exception requests, the necessary funds should be 
authorized in this legislation tand should be appropriated by the Congress.

* However, thi» OEA should not he permitted to say to American reporters, "If you 
want an answer within the 80 day ^ttnic period, the answer Is "no". If yovi will jrlve us 
an extension w may work things, out for VOM." There Is no reason why an adequately 
staffed OEA cannot process license applications In a timely and exped'.tlouK fashion.
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The unanimity rule in ACEP deliberations should be eliminated. It the ulti 
mate authority lies with OEA—nncl ACEP's role is merely advisory—then a 
unanimity rule is no; only unnei-essary—ii is too time-consuming.

The EDAC review structure for COCOM exception cases should lie trans 
ferred to ACEP.

The current technical criteria used by the Defense Department and others in 
determining a response to license applications and exception requests should be 
narrowed to prnbublc rather than possible military uses and detrimental 
effects on U.S. security.

Permit me to illustrate this point. The chair upon which I am sitting could 
possibly be used as the backseat of an automobile. However, it is certainly less 
than probable that it would be used for that purpose. The cost of remaking 
tliis chair into the backseat of an automobile (as well as the time it would 
take to accomplish it) would lie simply prohibitive, ^nd when 1 finished the 
job of conversion, this chair probably wouldn't function very well as the back- 
scat of an automobile.

I and other NMTBA staff members have been involved in inter-agency meet 
ings dealing with license applications when Defense Department, and other per 
sonnel have asked, "is it possible that this machine could lie used for thin or 
that military purpose." Our response has been, "yes, it is possible—but it is 
highly improbabh; because the entire machine w.suld have to be rebuilt to do 
the type of work you have described." And if the Soviets (or anyone else) had 
the technological capability to rebuild the machine or to add the necessary 
controls, they could and would build their own machine for the specific appli 
cation and which would be fnr more efficient.

"Well," our friends from Defense or OEA reply, "then \\v will have to deny 
this license, because the possibility exists that this machine could be used for 
a military or strategic purpose."

This type of mentality has cost our industry and its workers millions of dol 
lars and thousands of jobs. Congress should make clear its intent that proba 
bility of proscribed end use he. the criteria for denying an export license, 
rather than mere posxibilitii.

SOCIAUST COUNTIUKS ARK AUI.K TO IMPORT NUMERICALLY CONTROLLED MACHINE 
TOOLS, DESPITE COCOM REGULATIONS

Prior to 1!)73 virtually all machine tools, regardless of their technological 
degree of sophistication, required validated licenses for shipment to the Social 
ist countries and some machines had to he licensed for export to "friendly" 
countries as well. In 1073 the standard, general-purpose machines were 
removed from the controlled list through the efforts of the NMTBA working 
with the Department of Commerce.

However, our major products of interest to the rest of the world are the more 
highly automated and sophisticated types of machines. These include most of 
the numerically controlled machines, which arc still covered by COCOM agree 
ments and are thus subject to validated license requirements, which are very 
difficult to obtain. Although one branch of the Department of Commerce expends 
considerable effort and money on the promotion of overseas trade, other sec 
tions, acting in concert with ACEP and EDAP, deny licenses for the .shipment 
of the equipment most desired by foreigners.

A major problem is that there hat, no* been a unifor::1 interpretation of the 
existing COCOM regulations by all of the participating nations. As a result, it 
has been the American machine tool industry that has been hit hardest hy 
COCOM controls.

In an analysis called "Hokum COCOM" the authoritative British journal 
"Economist" of March S, 107"), said that "(Cocom and Chincom are) pretty 
toothless bodies, whose instructions were honoured more in the breach than in 
observance . . . some Western analysts estimate that only F>% of Soviet defense 
and investment resources were affected." The "Economist" continues that "the 
strategic embargo policy has been a constant hone, of contention among West 
ern powers for years, with the Americans normally in the role of virtuous 
practitioners embittered by their partners' faithlessness." Our "virtuous" prac 
tice (I prefer to call it self-flagellation) keeps us from selling more to the 
Socialist countries, while our NATO partners prosper by taking away the 
lucrative business we are still not allowed to handle. The machine tool indus 
tries of other nations reap the profits, which are in turn plowed into research 
and development to further close the technological lead the U.S. once enjoyed.
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Anyone who believes that the COrOM regulations have resulted in withhold 
ing advanced equipment and technology from the Socialist countries has heen 
seriously misled. However, we have found it difficult to obtain specific docu 
mentation. Obviously the companies in COCOM will not admit violation of the 
regulations for fear of losing sales opportunities. Nor are the Socialist coun 
tries going to admit specific purchases for fear of drying up their lines of 
supply. But they privately admit that they have no problem obtaining 
COCOM-listed machines and controls.

Aggravating the situation is the fact that a number of machine tool produc 
ing nations are not members of COCOM and so are able to ship to the Social 
ist countrie* without restraint. These include Austria, Brazil, India, Spain, 
Sweden and Switzerland. Sweden and Switzerland are capable of producing 
the most sophisticated equipment and it is known that they have shipped 
numerically controlled machine tools to the Socialist countries.
THK TECHNICAL ADVISORY COMMITTEES ARK NOT WORKING AS WELL AS THEY

SHOULD

The Equal Export Opportunity Art of /,972 made provision for the appoint 
ment of technical advisory committees, comprised of industry and government 
representatives, to advise the Secretary of Commerce on problems with com 
modities which the Secretary determines are difficult to evaluate for export 
control purposes. A Numerically Controlled Machine Tool Technical Advisory 
Committee was established in 11173. It thoroughly reviewed the problems of NC 
machines and submitted a report and recommendations to the Secretary.

The recommendations nf the committee was presumably to have been given 
to the delegates to the COCOM meetings starting in October 1074. Here, how 
ever, the mechanism for government-industry cooperation apparently lireaks 
down. The committee was not informed as to what instructions were given to 
the COCOM delegates. Furthermore, after the first COCOM meeting the techni 
cal advisory committee was not told of the results of the COCOM meeting or 
any of the details of the COCOM discussions. This was all considered to lie 
"confidential" information although the committee members :ill bud security 
clearance.

This points out a recurring problem that industry has fnced in obtaining 
information from the U.S. Government. During the 1072 COCOM discussions, 
little word was given to (he machine tool industry as to the events occurring 
at the meeting. While the competing machine tool industries of Western 
Europe and Japan knew earlier, the first positive information obtained by the 
American industry was learned from the British publication "Trade and 
Industry" dated Oi-tober 12. 1072. This magazine paraphrased the COCOM reg 
ulations as then approved. It was not until January '20, 1073. that the U.S. 
Department of Commerce released an Export Control Bulletin which listed 
their version of the COCOM regulations. Considerable valuable time was lost 
during which the American industry could have been competing for the busi 
ness on decontrolled machinery. Tiiis is another example of the failure of the 
T T .S. Government to recognize the impact of the commodity controls on Ameiican 
business.

SUMMARV
Throughout this testimony, we have been talking about the sale of equip 

ment for the manufacture of nnn-ntrntrijif products. In no way does our indus 
try suggest that machines for the production of armament be decontrolled 
reirardless of its destination.

While the U.S. export control policies hnve placed the U.S. machine tool 
industry at a (lisa Ivnutage. they have not truly served the purpose for which 
they were intended. " hey have nitt prevented the Socialist countries from 
Requiring the equipment they want from other countries. They tinrr fostered 
the development of advanced technology in ttie Socialist countries. The policies 
Jinrf? resulted in the loss of many jobs in the United States, and tho loss of 
profits on the sales has meant that less money wns available for research and 
development so necessan to maintain a technological lend.

We are not asking for special treatment, we arc asking for fair competition 
with other COCOM signatories.

We are also asking this Subcommittee to seriously consider whether the 
machine tool industry's inability to comjH'te on :m equal footing with foreu 
companies in the non-market countries does not. in fact, work nnninst our 
national security.
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Mr. BINGHAM. Thank you very much, Mr. Gray. 
Mr. McCloskey.

STATEMENT OF PETER F. McCLOSKEY, PRESIDENT, COMPUTER 
AND BUSINESS EQUIPMENT MANUFACTURERS ASSOCIATION 
(CBEMA)

Peter F. McCloskey .s president of the Computer and Business Equipment 
Manufacturers Association. Originally organized as a trade association in 1916 
to represent the office machines industry, the association has been a vital force 
in the development of the office equipment and computer industry.

Before joining the association in February, 1973, Mr. McCloskey was a part 
ner in the Washington law flrm of Hughes and McCloskey. He came to the 
association with twelve years of experience in the computer and business 
equipment industry. After holding both technical and executive management 
posts with IBM, Mr. McCloskey rose to the position of president and chairman 
of the board of Farrin&'to-i Manufacturing Company.

He received his degree in physics from Holy Cross College and a Juris 
Doctor degree from Fordham School of Law. He is a member of the bars of 
New York State, Virginia and the District of Columbia. Mr. McCloskey served 
three years as a lieutenant in the United States Marine Corps.

Mr. MCCLOSKEY. Mr. Chairman, Mr. Whalen, I am Pete 
McCloskey, president of the Computer and Business Equipment 
Manufacturers Association [CBEMA].

We represent the leading manufacturers of computer and business 
equipment, media, and supplies. Last year, the combined revenues of 
CBEMA member companies rose to $32.7 billion, of which $13.8 bil 
lion were derived from foreign sales.

Our member companies employ a total of 621,000 people in thp 
United States. Tvnically. they receive from 30 to ,r»0 percent of the'' 
revenues from fdeign operations, our member companies.

CLEAR POLICY GUIDANrr, IS NEEDED

We believe uie Congress was right in turning toward export 
encouragement in the Export Administration Act of 1060. However, 
the amendments to the Defense Appropriations Authorization Act 
in 1974, the subsequent Export Administration Amendments of 1974, 
and adoption of section 411 of the Trade Act of 1974 have appar 
ently been interpreted by some as signals to turn the clock back to 
before the policy initiated in 1969.

We support the policy set forth in the, 1974 act to restrict exports 
which would make, a significant contribution to the military poten 
tial of other nations.

While it is not difficult to understand national security implica 
tions of computer exports when they are indeed truly significant, it 
is not easy to grasp the broader national interest implications of sec 
tion 3(1) (a) of the Export Administration Act and section 411 of 
the Trade Act. which established the East-West Trade Board.

The executive branch states widely that trade and export policy 
concessions go hand-in-hand with security, political, and military 
concessions from Communist countries. This is not the basis upon 
which we can build expanding commercial relations in keeping with 
the policy pronouncements of the Export Administration Act of 
1974. Sound commercial relationships cannot exist when every con 
tract is subject to the political or other exigencies of the moment.
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The Communist countries are deeply interested in trade with the 
United States in computers, and the only realistic criterion that 
should apply to the denial of export licenses is national security. 
That is, those exports which would make a significant contribution 
to the military potential of other nations.

Therefore, CBEMA strongly recommends that the basis for issu 
ance of individual licenses he limited to short supplies and national 
security and that "national interest1 ' determinations of the President 
continue to be directed to whether any trade will be conducted with 
given countries.

If such clear policy guidance is enacted, it will not only enable 
license procedures to be expedited, but also will supply a clear guide 
line against which licensing decisions can be judged.

CONCERNS REGARDING EXTORT ADMINISTRATION PROCESS

Obtaining a license decision for our members frequently involves a 
processing time of anywhere from 6 months to 30 months. There are 
several reasons for this. Todav there are insufficient numbers of 
technically qualified people in the right places to adequately weigh 
the technical characteristics of products to be exported.

Although the Office of Export Administration is planning an 
increase in personnel, and its management is addressing its adminis 
trative difficulties, these efforts alone will not solve the problem.

To date, although a sizable amount of the delay ran be attributed 
to the bottleneck in that office, another bottleneck exists at the next 
level: the Interagency Operating Committee. This committee meets 
only once a week to advise the Commerce Department on individual 
licensing matters. Its members, who participate in this function in 
addition to other duties, are not technically qualified and must con 
tinually seek instructions from their agencies.

The committee operates on the basis of unanimity, which effec 
tively allows any member to veto any license application. It is our 
impression that Operating Committee members often endorse a 
single member's dissent in order to avoid involvement in further 
consideration of controversial cases at higher levels within their own 
agencies.

The Export Administration Act must be amended to provide an 
effective substitute for the Operating Committee. "We recommend 
either:

That the Operating Committee be disbanded and that those agen 
cies most concerned with the national security aspects of export 
administration provide permanent liaison offices to the Department 
of Commerce.

These offices must bo manned 5 days a week with adequately quali 
fied personnel to technically evaluate export license applications 
from the viewpoint of their individual agency's national security 
interests.

Other agencies should be consulted separately by the Department 
of Commerce as appropriate.

Alternately, a smaller version of the present Operating Commit 
tee, permanently manned on a full-time basis from such agencies as 
the DOI), ERDA, CIA, could bn "stablished. but without veto
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power, to advise and consult as required in the present act with the 
department of Commerce, again on matters pertaining to national 
security.

Other agencies could be consulted, as appropriate, on an ad hoc 
basis.

After receiving advice from concerned agencies, 4he final decision 
must be made by the Department of Commerce. The current rule of 
unanimity must be replaced.

SYSTEM FOR APPEAL

'With respect to appeal, the current system effectively allows only 
for review of the procedural aspects that were followed leading up 
to export license denial. Substantive matters of the particular export 
applications are not considered.

When a license is denied, the applicant must have the right to 
require, a comprehensive debriefing on the reasons for denial. We 
recommend that the current Export Administration Act be amended 
to provide for complete procedural and substantive appeal to at 
least one level higher than that at which the decision was made.

KOI,K OF TECHNICAL ADVISORY COMMITTEES

CBEMA and individual CBEMA members who recommended the 
establishment of Technical Advisory Committees envisioned that 
these committees would ensure industry representation, not in th^. 
decision making processes of Government to be sure, but in the policy 
formulation phase that, leads to the ultimate decision. Our members 
do not perceive that they have provided effective input.

We believe that, in adopting our recommendations, Congress had 
the same intent, and, therefore, recommend that the wording of the 
law IK' made more specific in this area.

Other deficiencies exist in the operation of the Technical Advisory 
Committees. Industry members participate, as individuals, not as 
representatives of industry, and, although most of the input to com 
mittee deliberation comes from industry, individual members cannot 
report to their parent companies anything that transpires in com 
mittee executive sessions, although government members of the com 
mittees communicate freely with their parent agencies. In fact, min 
utes of these executive sessions are classified and thus not available 
to industry.

Furthermore, committee reports, when completed, disappear into 
the labyrinth of Government with no feedback to th > industry mem 
bers involved in the preparation of these reports. I am certain that 
this one-\v;>y street version of dialog between Government and indus 
try was not the intent of Congress.

Thus, we recommend revision of the statute to insure that: (1) 
advice on policy be made pa', of the TAC's role; (2) that members 
be authorise! specifically to communicate with their parent compa 
nies and others in the industry; (3) that the Government be 
icquired to furnish committee, members reports on actions taken pur 
suant to their re.commendatious; and (4) that the 2-year limitation 
on membership be eliminated.
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NEGOTIATIONS IN COCOM

A matter of serious concern to U.S. industry is the secretive 
manrer in which negotiations in COCOM are conducted by our 
Government.

We recommend that the current Export Administration Act be 
amended to require the use of U.S. industry technical support in 
preparation for and during OOCOM negotiations. To require that at 
least the commercial interests of the Department of Commerce be 
represented on the negotiating team; and that the commercial policy 
role now exercised by the Economic Defense Advisory Committee in 
the Department of State be transferred to Commerce.

SIGNIFICANCE OF U.S. COMPUTER EXPORTS TO U.S.S.R.

Sales of computers have constituted the focus of criticism of cur 
rent U ''ted States East/West trade policy. Let m examine the sig- 
nificancv , U.S. computer exports to the U.S.S.R. up to this, time.

Approximately 122.000 general purpose computers of U.S. manu 
facture are in use in the world today. Approximately 72,000 general 
purpose computers are in use in the United States of America. Our 
Government currently uses some 8,000 general purpose computer 
systems.

Currently, the U.S.S.R. has a grand total of seven general purpose 
computers of U.S. manufacture. All of these U.S. computers fall 
within the agreed guidelines of COCOM. Two commiter systems, 
which were installed in 1971 by the British firm. ICL, exceed the 
guidelines prescribed by COCOM, and one U.S. system, on order and 
licensed for export, but not yet install?d, exceeds the COCOM guide 
lines. It is apparent that no significant military contribution has 
accrued to the U.S.S.R.

Allowing a reasonable volume of trade will provide benefits to the 
United States. (1) The prospective customers will not turn to our 
Western competitors to fill an existing and perhaps interim need; 
and (2, a reasonable volume of trade discourages the recipient coun 
tries from developing comparable technology on their own. We are 
already aware of examples where, by denial of reasonable flow of 
U.S. computers, we have forced Communist nations to develop 
highly sophisticated technology, thus closing that portion of the 
market to U.S. firms and defeating the basic objective, of U.S. 
export controls. This should not be allowed to continue.

Thank you for your attention. I will be pleased to answer any 
questions.

[Mr. McCloskey's prepared statement follows:]
PREPARED STATEMENT ov PETER F. MCCLOSKEY, COMPUTER AND BUSINESS 

EQUIPMENT MANUFACTURERS ASSOCIATION (CBEMA)
Mr. Chairman and members of the Subcommittee, I am Peter F. McCloskey, 

President of the Computer and Business Equipment Manufacturers Association 
(CBEMA). With me todnyis Mr. Enrlp I,. Lerette of Control Data Corpora 
tion, who is the chairman of CBEMA's Foreign Trade Committee, and Mr. 
Oliver R. Smoot, Vice President of CBEMA.

CBEMA represents th:> leading manufacturers of computer and business 
equipment, media and supplies. Last year the combined revenues of CBEMA 
member companies rose to 32.7 billion dollars, of which 13.8 billion dollars
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were derived from foreign sales. Our member companies employ a total of 
621,000 people in the United States. Typically our members receive from 30 
percent to over 50 percent of the revenues from foreign operations, and they 
seek not only to maintain their share of current foreign markets vis-a-vis their 
foreign competitors, but also to gain a foothold in new markets early in their 
development to ensure the viability of the U.S. Computer and Business Equip 
ment Industry. CBEMA and its members were concerned about, and there 
fore, participated actively in the review and revision of the Export Control 
Act in 1969 which led to the passage of the Export Administration Act. We 
participated also in the 1972 and 1974 extensions and amendments of that Act. 
We are pleased to appear before the Subcommittee on Intel national Trade and 
Commerce to relate our concerns about the implementation of current law and 
to suggest areas of change for the Subcommittee's consideration.

We believe the Congress was right in turning towards export encouragement 
in the Export Administration Act of 1969. However, the amendments to the 
Defense Appropriations Authorization Act in 1974, the subsequent "Export 
Administration Amendments of 1974" and adoption of Section 411 of the Trade 
Act of 1974 have been interpreted by some as signals to turn the clock back on 
the policy initiated in 1969.

CLEAR POLICY GUIDANCE IS NEEDED TODAY

The lack of clear statutory guidance, the resultant dispersion of authority 
and the differing departmental positions toward East-West trade ha ve resulted 
in a process which is financially punitive to the exporter without accomplishing 
the purpose of encouraging trade while protecting the national security of the 
United States.

CBEMA supports the policy set forth in the 1974 Act to restrict exports 
which would make a significant contribution (and I would stress the term 
"significant"), to the military potential of other nations. While it is not 
difficult to understand national security implications of computer exports when 
'.iiey are truly significant, it is not easy to grasp the broader national interest 
implications of Section 3(1) (A) of the Export Administration Act and Section 
411 of the Trade Act which established the East-West Foreign Trade Board.

The factors constituting "national interest" have been variously described by 
administration spokesmen as embracing considerations such as national secu 
rity, the domestic and world economic situation, politics the status of domestic 
employment/unemployment, and unspecified sociological and psychological fac 
tors. It is difficult for U.S. industry to evaluate the interrelationships between 
politics, economics and military considerations with respect to East-West com 
mercial relations. Economic relationships are usually spelled out in well publi 
cized international trade agreements, whereas political and military arrange 
ments—SAI/T II, for example—are developed in secret. We are concerned with 
the term "national interest" because this concept is being used increasingly as 
the reason to deny specific license applications.

The East-West Foreign Trade Board seems to have been established as a 
by-preduct and afterthought of the development of the Trade Act rather than 
for the purpose of providing overall coordination and rationalization of east- 
west trade po;icj. Its operativ paragrapli requires the Board "to monitor 
trade * * * to insure that such trade will be in the national interest. * * *" 
The vague and unascertnlnable dimensions of this section are in marked con 
trast to the policy findings set forth in Section 3(2) of the Export Administra 
tion Act on which export controls were based for the previous four years. Sub 
sequent to the establishment of the Board, license denials have been brought 
to onr attention where such denials are based on the grounds that they are 
"not in the national interest." This summary reason for denial of an applica 
tion can be based u < ) any or the fuctois cited earlier. Sound commercial rela 
tionships cannot exist when every contract is subject to the political or other 
exigencies of the moment.

The Executive Branch states wid ly that trade and export policy concessions 
go hand-in-iiaud with security, political ard military concessions from commu 
nist countries. This is not the basis upon which we can build expanding com 
mercial relations in keeping with the policy pronouncements of the Export 
Administration Act of 1974. The communist countries ure deeply interested in 
trade with the U.S. in computers and the only realistic criterion that should
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apply to the denial of export licenses is national security—that Is, those 
exports which would make a significant contribution to the military potential 
of other nations. Therefore, CBEMA strongly recommends that the basis for 
issuance of individual licenses be limited to short supplies and national secu 
rity and that "national interest" determinations of the President continue to 
be directed to whether trade will be conducted with given countries. If such 
clear policy guidance is enacted, it will not only enable license procedures to 
be expedited, but also will supply a clear guideline against which licensing 
decisions can be judged.

OBEMA HAS SPECIFIC CONCERNS REGARDING THE EXPORT ADMINISTRATION PROCESS

Obtaining a license decision for our members' products frequently Involves a 
processing time of anywhere from six months to thirty months in one case of 
recent record. There are several reasons for this. Today there are Insufficient 
numbers of technically-qualified people, in the right places, to adequately 
weigh the technical characteristics of products to be exported. Although the 
Office of Export Administration is planning an increase in personnel and its 
management is addressing its administrative difficulties, these efforts alone 
will not solve the problem. To date, although a sizeable amount of the delay 
can be attributed to the bottleneck in that office, another bottleneck exists at 
the next level—the Interagency Operating Committee. This committee meets 
only once a week to advise the Commerce Department on individual licensing 
matters. Its members, who participate in this function in addition to other 
duties, a^e not technically qualified and must continually seek instructions 
from their agencies. The Committee operates on the basis of unanimity which 
effectively allows any member to veto any license application. Theoretically the 
Operating Committee reports to the Advisory Committee on Export Policy 
(ACEP) composed of the Assistant Secretaries of the concerned agencies. In 
our opinion, Operating Committee members often endorse a single member's 
dissent in order to avoid involvement in further consideration of controversial 
cases at higher levels within their own agencies. This is borne out by the nota 
tion in the recent General Accounting Orfice report, "The Government's Role in 
East-West Trade Problems and Issues," where it is stated that the Advisory 
Committee on Export Policy almost never meets, its working being carried out 
by the Operating Committee.

The Export Administration Act must be amended to provide an effective sub 
stitute for the Operating Committee. We recommend either:

That tfc - Operating Committee DC disbanded and that those agencies most 
concerned with the national security aspects of export administration provide 
permanent liaison offices to the Department of Commerce. These offices must he 
manned five days a week with adequately qualified personnel to technically 
evaluate export license applications from the viewpoint of their individual 
agency's national security interests. Other agencies should he consulted sepa 
rately by the Department of Commerce, as appropriate.

Alternatively, a smaller version of the present Operating Committee, perma 
nently manned on a full-time basis from such agencies as the Department of 
Defense, the Energy Research and Development Administration and the Cen 
tral Intelligence Agency could be established, without veto power, to "advise 
and consult" as required in the present Act with the Department of Commerce— 
again, on matters pertaining to national security. Other agencies could be con 
sulted, as appropriate, on an ad hoc basis.

After receiving advice from concerned agencies, the final decision must be 
made by the Department of Commerce. The current rule of unanimity must be 
replaced. With respect to appeal, the current system effectively allows only for 
review of the procedural aspects that were followed leading up to export 
license denial. Substantive matters of the particular export application are not 
considered. When a license is denied, the applicant must have the right to 
require a comprehensive debriefing on the reasons for denial. We recommend 
that the current Export Administration Act be amended to provide for com 
plete procedural and substantive appeal to at least or.e level higher than that 
at which the decisior. was made.

THE TECHNICAL ADVISORY COMMITTED PROCESS NEEDS IMPROVEMENT

The Act provides for the establishment of Technical Advisory Committees 
manned by members from government and industry, appointed by the Secre-
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tary of Commerce for specific industry sectors when he might have difficulty in 
evaluating export controls. I <juote from the 1974 Act: "* * * because of ques 
tions concerning technical matters, worldwide availability and actual utiliza 
tion of production and technology, or licensing procedures." The Act further 
specifies that, among other things, "* * * it shall be the duty and function of 
the Technical Advisory Committees established under paragraph (1) to advise 
and assist the Secretary of Commerce, or any other department, agency or 
official of the government to which the President has delegated power, author 
ity and discretion under section 4(d) with respect to actions designed to carry 
out the policy set forth in section 3 of this Act."

Under these provisions industry has devoted significant time and money to 
participate in the Technical Advisory Committees. A cooperative effort with 
technically qualified government representatives. However, the Department of 
Commerce has restricted their acti-ities to technical matters such as foreign 
availability. CBEMA, and individual CBEMA members, who recommended the 
establishment of Technical Advisory Committees envisaged that these commit 
tees would ensure industry representation, not in the decision-making processes 
of government, but in the policy formulation phase that leads to the ultimate 
decision. We believe that in adopting our recommendations, Congress had the 
same intent, and, therefore, recommend that the wording of the law be made 
more specific in this arei'.

Other deficiencies exist in the operation of the Technical Advisory Commit 
tees. Industry members participate as individuals, not as representatives of 
industry; and, although most of the input to committee deliberation comes 
from industry, individual members cannot report to their parent companies 
anything that transpires in committee executive sessions, although government 
members of the committees communicate freely with their parent agencies. In 
fact, minutes of these executive sessions are classified, and thus not available 
to industry. Furthermore, committee reports when completed, disappear into 
the labyrinth of government with no feedback to the industry members 
involved in the preparation of these reports. I am certain that this one-way 
street version of dialogue between government and industry was not the intent 
of Congress.

Thus, we recommend revision of the statute to insure that: One, advice on 
policy be made part of the TAC's role; Two, that members be authorized to 
communicate with their parent companies nnd others in the industry; Three, 
that the Government be required to furnish Committee members reports on 
actions taken pursuant to their recommendations ; and Four, that the two-year 
limitation on membership he eliminated.

U.S. REPRESENTATION IN COCOM IS INADEQUATE

A matter of serious concern to U.S. industry is the secretive manner in 
which negotiations in COCOM are conducted liy our government. As is the case 
with the Technical Advisory Committees which were discussed earlier, U.S. 
industry would welcome the opportunity to participate in policy formulation as 
it applies to COCOM. This should involve a continuing dialogue and two-way 
exchange of information between industry and government. We have observed 
that, in the computer field at least, the U.S. COCOM delegate in Paris is given 
technological support by a representative of a non-profit organization under 
contract to the Department of Defense. In the same COCOM negotions, the 
British delegate has the direct support of the British computer firm, Interna 
tional Computers, Ltd. (ICL), which enjoys ten percent British government 
ownership, and 'lie Frencli delegate is directly supported by a representative 
of the subsidize-' French computer firm known as CII (Compagnie Internation 
ale pour I'lnformatique).

CBEMA recommends that the current Export Administration Act, be 
amended to require the use of U.S. industry technical support in preparation 
for, and during, COCOM negotiations. To require that at least the commercial 
interests of the Department of Commerce be represented on 'the negotiating 
team; and, that the commercial policy role now exercised by the Economic 
Defense Advisory Committee in the Department of State be transferred to 
Commerce.

The "national interest" issue stated earlier relates also to COCOM. When an 
export license for any production on the COCOM list of embargoed items is
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granted, It is referred to OOOOM for review In light of overall mutual security 
interests. However, when the U.S. denies an export license for national inter 
est, as opposed to national tccurity considerations, it automatically opens the 
door for our foreign competition to make a comparable sale without reference 
to OOCOM since OOOOM's embargo responsibility centers on mutual security 
which equates to our national security. This Is another strong reason to limit 
export controls to national security grounds.

THE QUESTION Or EAST-WEST TRADE IN COMPUTER EQUIPMENT

Sales of computers have constituted tbe focus of criticism of current U.S. 
East-West Trade policy. This criticism is unfounded.

The U.S.S.R. has demonstrated its capability to support its military and 
space efforts. It is not realistic to assume that the U.S.S.R. or any other 
nation will depend upon a potential enemy to supply its computerized military 
computer needs that include servicing, spare parts, etc. Furthermore, comput 
ers would have to be exported in considerable quantity and be of the very 
latest state-of-the-art in order to be a significant contribution to a potential 
enemy. Certainly U.S. policies as they pertain to tbe export of computers are 
not consistent when we deny moderately advanced computers to the U.S.S.R., 
Eastern Europe, and the People's Republic of China, and at the same time, 
export weapons sy.stems containing highly sophisticated computers to nations 
whose long-term allegiance to the U.S. is questionable, and where such technol 
ogy is highly susceptible to uncontrolled leakage to what we term as "hostile 
nations. 1 '

Let's examine the significance of U.S. computer exports to the U.S.S.R. up to 
this time. Approximately, 12^,000 general purpose computers of U.S. manufac 
ture are in use in tbe world. 1 Approximately 72,000 general purpose computers 
are in use in the U.S. 1 The United States government currently uses some 
8,000 general purpose computer systems. Currently, the U.S.S.R. has u grand 
total of seven general purpose computers of U.S. manufacture. All of these 
U.S. computers fall within the agreed guidelines of COCOM. Two computer sys 
tems, which were installed in 1971 by the British firm, ICL, exceed the guide 
lines prescribed by COCOM, and one U.S. system, on order and licensed for 
export, but not yet installed, exceeds the COCOM guidelines. It is apparent that 
no significant military contribution has accrued to the U.S.S.R.

The markets of Eastern Europe, the U.S.S.R. and the People's Republic of 
China are unique, and have a significant potential for new business in comput 
ers. Substantial benefits can accrue to the U.S. if its industry is allowed to 
compete in this market, but not under current restrictions applied to computer 
exports. Further, smaller corporations have been excluded from the market 
because of the high entry costs.

Allowing a reasonable volume of trade will provide benefits to the U.S. 
First, the prospective customers will not turn to our Western competitors to 
fill an existing, and perhaps, interim need. Second, a reasonable volume of 
trade discourages the recipient countries from developing comparable technol 
ogy on their own. Not generally recognized is the fact that Western European 
computer technology has, in the past, lagged behind that of the U.S., because 
from the onset those nations depended upon the availability of U.S. technology, 
and, consequently, were late in building a comparable technological base of 
their own. By denying computer products to Eastern nations, we are encourag 
ing the reverse of this situation. There already are examples in the computer 
field where Eastern nations have been forced to develop highly sophisticated 
technology, thus closing that portion of the market to U.S. firms and defeating 
the basic objective of U.S. export controls. This should not be allowed to con 
tinue.

Mr. Chairman and members of the Subcommittee, thank you for your atten 
tion. I will be pleased to receive your questions.

Mr. BINOHAM. Thank you, Mr. McCloskey.
1 appreciate the speedy fashion in which all three of you pre 

sented your views.

1 Source : International Data Corp., through December, 1075.
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TRADE EMBARGOES

Mr. McCJoskey, I am not sure I understand the recommendation 
you mare at the bottom of page 3. It scorns to me that you are 
saying tnere that, where necessary, we should impose complete trade 
embargoes on certain countries. Is that what you are saying?

Mr. McCi,osKEr. Well, I think what I am saying is that our 
industry seems to be singled out under this question of national 
interest for considerations that are apparently not of national secu 
rity, and it is a tough criterion for business judgments to be made 
against. How much investment to make to develop a market and 
then to find that, although normal criteria would allow you to make 
your normal sales, matters of national interest, of which we have no 
specific knowledge, mitigate against you and force denial of a 
license.

Mr. BI.X'GHAM. I understand your feeling on that, but it hardly 
strikes me as the answer to that problem to suggest that, if you are 
going to use that type of criterion, that the President would have to 
choose between allowing total trade or no trade.

Mr. McCi-osKEY. T guess we would feel adversely affected if trade 
with Cuba were allowed again, except for the computer industry. 
That is the kind of thing that we feel is happening on a selective 
basis.

EXTENSION OF CONTROLS

Mr. BINOHAM. I.-flt me ask all three of you the question I asked 
the previous witnesses. Do you favor extension of basically the con 
trols that are embodied in this legislation ?

Mr. McCi-osKEY. Yes.
Mr. BINOHAM. Or would you prefer to see termination of these 

controls altogether ?
Mr. McCi/iRKEY. We favor the extension of the controls.
Mr. STIMPSON. I don't have any problem with extension of the 

act. I think some of the recommendations that have been made about 
f he Technical Advisory Committees and others are excellent. Overall 
yes, I think the act serves a good purpose.

Mr. GRAY. As we said in our statement, except for the sales of 
machines that are specially designed for the production of arma 
ments, we favor the relaxation of controls on the particular types of 
machines that we manufacture because there is availability of 
supply from other COCOM signatories and from countries which are 
not members of COCOM.

Mr. BINOHAM. I would again like to ask each of you, if you are 
able to do so, to submit to the subcommittee any specific recomiiien- 
dations that you may have with respect to the wording of the 
legislation.

The Committee on International Relations, as you know, has the 
responsibility of acting on this law within the next few months.

IWVCK OF UNDERSTANDING OF COMPUTER SALES

One final question, Mr. McCloskey. On page 9, you say, "Sales of 
computers have constituted the focus of criticism of current U.S. 
East-West trade policy. This criticism is unfounded."
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I am not sure I know what you mear. *here. Do yon mean people 
are criticizing that policy on the sroimcl that it is too lax?

Mr. McCLOSKEY. I think they are generally criticizing based on 
lack of knowledge about what is actually happening. There have 
been a number of speeches by Members of Congress or others that 
have taken to task the industry, but I don't think anybody realized 
that there were only seven systems installed in the U.S.S.R. when 
they said that. I don't think they realized the safeguards and the 
other requirements that the Co/.^nierce Department puts on the com 
panies before they are allowed to do that.

Mr. BINOHAM. In other words, this is the kind of criticism you 
refer to, criticism of people who perhaps were acting in a reckless 
fashion? It is ?iot the kind of criticism that the industry representa 
tives have been presenting here today ?

Mr. McCLOSKEY. That is right.
Mr. BINGHAM. Mr. Whalen ?

FAIR COMPETITION WITH OTHER COCOM COUNTRIES

Mr. WHALEN. Mr. Gray, I think you said it all on page 21. I 
quote: "We are not asking for special treatment. We are asking for 
fair competition with other COCOM signatories.''

Now, all of the witnesses have indicated, "yes, we think this act 
should be extended," but I think all the witnesses have also indi 
cated that the agreements are not being observed in many instances 
by other COCOM nations.

You quoted from the article which you cite in your statement, I 
think from the British Economist, in which the author of that par 
ticular article states that Great Britain is certainly not abiding by 
it.

Now, how can we assure that this equal treatir.ent will be achieved 
if we have no authority over the policing of what Britain and other 
members of the COCOM do?

Mr. GRAY. That is a difficult problem because we have had any 
number of examples of abuses—for example, right now France and 
Norwav have made an arrangement to supply 80 machines with very 
sophisticated controls. The machines are coming from France. The 
controls are coming from Norway. Norway shipped one control to 
France for the runout of the, machines. I understand the other 80 
an1 b<>ing married in the Soviet Union.

I don't knpw how we police the COCOM countries, except to lean 
on them. But I do know, from my discussions with some of my 
counterparts in foreign machine tool trade associations, that they look 
upon the COCOM regulations as one of the greatest competitive assets 
they have in international trade.

Mr. WHALEN. Because it bars the United States, but not them ?
Mr. GRAY. Because effectively it is a restraint on competition from 

American companies. The long delays in obtaining a license adds to 
our costs because ipt only are the preparation of quotations expensive 
when you are talking about a $500,000 piece of machinery, but per 
sonnel time is expensive. The kind of men who have to come down 
here and shepherd a license through channels is expensive. It all adds 
to the cost or the equipment.
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Consequently the current administration of the export control regu 
lations is, in effect, a nontariff harrier.

Mr. McCLOSKEY. I think there is a perception that our thresholds 
of approval are higher here or lower here than they are in COCOM, 
so our biggest problem is not getting it through COCOM as getting it 
through hero, although there are delays here.

Also, ihe other nations, since they had industry representauves 
participate in some of the COCOM del ibe rat ions, are in tune better 
than we are with the State Department's committee which is respon 
sible for handling the applications.

We have had a couple of incidents that I am aware of where we 
have had informal advice from the Government that we should pro 
ceed in a particular area. One was in a printed circuitboard plant in 
Minsk. So companies didn't even bother to apply for license to be 
able to do that. Well, CTT in France was awarded that contract. 

' There was another incident where apparently Prime Minister 
Heath talked to President Nixon, and we had turned down in the 
United States an order for computers for the high energy physics 
lab in Serpukhov. It was awarded to ICL, and it was approved by 
COCOM, although our own people here wouldn't have approved it 
in the Commerce Department and the Interagency Committee.

Mr. GRAY. I think there is irother comment I would like to make. 
It seems to us that there is an effort, consciously or unconsciously, to 
delay as long as possible the issuance of the license, and they do it 
in this way:

We had a case where there was a jig grinder misclassified as an 
internal grinder. Now, the difference means that the speed of the head 
on that machine is 1'20,000 revolutions per minute, which I believe is 
the cutoff figure.

The speed determines the category that the machine is placed in— 
whether or not it has to go to COCOM. That is why w -ay that the 
company involved ought to have the right to review th locumenta- 
tion that goes to COCOM when it is being considered. Our foreign 
trading partners are going to find any excuse they can to turn down 
that license, because it becomes a piece of business that they can then 
go after.

I think one answer to this problem might be that there be a uni 
form interpretation of these regulations so that our government inter 
prets them the same way as our foreign competitors. That is not the 
case today.

Mr. WHALEX. I would suggest to all of you that that you provide 
the subcommittee with as many documented cases as possible. I think, 
Mr. Chairman, this might be helpful to us in our deliberations. This, 
it would seem to me, goes to the heart of the, problem. If it were just 
our own country and we had all of the technology, it wouldn't be a 
problem.

Mr. GRAY. It is very difficult to get our competitors in Western 
Europe to tell us; and it is very difficult to get the people in the 
Socialist countries to tell us what they are getting, because they may 
close off their source of supply.

Next week, beginning the 30th of March, there will be a West Ger 
man machine tool show in Moscow. The Germans will show the most
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sophisticated equipment that they have. They aren't going to go to 
the expense of exhibiting that equipment in Moscow—and, believe 
me, it is very expensive to hold an exhibition in Moscow—they 
aren't going to exhibit that equipment unless they plan to sell it. And 
they will sell it.

Mr. STIMPSON. Tn our business also, we are seeing increasing inter 
national competition, and much of this competition, of course, is 
financed by governments abroad. Tt is getting tougher and tougher 
in this international marketplace every year.

RECOMMENDATIONS

Mr. WTTALEN. Mr. Stimpson, you indicated on page 5 that your 
association has made, a number of recommendation to the Department 
of Commerce and other agencies. T wonder if you could elaborate 
just a little hit as to what these are.

Mr. STIMPSON. Yes. Basically these involve allowing us to erport 
•under general licenses to friendlv countries. They involve immediately 
changing interpretation 20, which is the interpretation under which 
aircraft and aircraft, parts are exported under COCOM arrangements. 
They also involve, the establishment of a Technical Advisory Com 
mittee which we don't have in general aviation, working with the De 
partment of Commerce, truly a communicative basis of advising them 
what, is new technology and what is old technology and trying to 
update, their regulations and offer our assistance to make the system 
work.

This is basically what we have recommended.

SECURITY VERSUS EXPORT PROMOTION

Mr. WHALKN. One final question, Mr. Chairman, and I address it 
to Mr. McCloskey. On page 5 of your principal recommendations, 
this follows—and T quote: "After receiving advice from concerned 
agencies, this final decision must lie made by the Department of 
Commerce," which probably will help in terms of promoting exports.

Hovever, this recommendation does give mo some concern. T real 
ize that the Department of Defense, being involved in the decision- 
making process and in effect having a veto, is often overly protective.

On the other hand, if one, of the objectives of the act is to provide 
for our own security, it would seem to me that the deeisionmaking 
must, rest at least in part, with the, Department of Defense.

Mr. MC.CLOSKEY. I think we envision when we, say that there would 
be the normal appeal process, and, if that decision were to be made, 
somebody has t"» make a business decision somewhere. That includes 
all of the interest. Tt, isn't being made.

All that, is happening is that everyone, is nonconcuring, and they 
say: "Well, if they are nonconcurring, let us turn it down." Some 
body is not making any judgmental——

Mr. WTIALEN. What T am saying—certainly the Department of 
Commerce would make their decision from a business perspective— 
but, what I am trying to point out here is the ambivalence of the act.

That is, we are seeking two objectives, which, in some instances, 
may be incompatible: security on the one hand, export promotion
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on the other. I can sec where those in the business community -would 
be angel's that Commerce have the authority to make the final deci 
sion. However, the Congress may raise some questions on that score, 
inasmuch as part of the objective of the act is security.

Mr. STIMPSOX. I think the other consideration: Let us make sure 
there is a secunty question involved too. In some of these cases, the 
Department of Defense has informally told us: "We don't know why 
we get those things. 7 ' Just let us make sure there is a security con- 
siderat ion and not just a delay process.

Mr. WIIALKX. I am still trying to find the author of the statement: 
"When in doubt, punt." and I think all too often the agencies do that. 
"Well, it may just be harmful to our security. Let us——"

Mr. MC-CLOSKKT. Somewhere, an overall value judgment should bo 
made by someone not at the working level. I can understand. If I 
were he, I would make the same recommendation. It has some impact 
on national security.

Mr. WHAI.EX. Not sure, but——
Mr. STIMTSOX. Or foreign policy considerations, "so we had better 

send it to State." Those things keep running around town.
Mr. WHALF.X. OK. No further questions.

TIIK P.RYAXT GRIXDKU SALE

Mr. BrxoiiAM. Mr. Gray. I understand that you can shed some 
light or may have some, report on an article in the Washington Post, 
I'Ybmary '2(', about the sale rf a certain type of machine tool which 
allegedly, according to the story, made it possible for the Soviets to 
produce, the kind of miniature ball bearim?,s used in the guidance 
systems of multiple warhead missiles and thereby enable them to 
produce. MIRY missiles.

Mr. GRAY. That is a statement by General Graham of DIA. If 
General Graham knew that those bearings were made on Bryant 
Cent align machines, he should also have said that the Bryant ma 
chines must have been located outside the Soviet Union because the 
machines were ordered and the license was granted in 1972. Then 
they had to be built, and transported: they were delivered in late 
15)73 and early 1074. The Soviet MIRY was in production in the, 
middle of 1073 and was deployed in 1074.

The Soviets could have imported tho tarings themselves from 
Switzerland or Sweden. What is more likely is that they were manu 
factured on grinders manufactured by Seiko Seiki in Japan, Min- 
jjranti in Italy, Youmard in Switzerland, and Overbeck in Germany.

We know that between 1900 and 1070 the Soviets imported over 
500 machines from those suppliers.

Subsequent to that article, Mr. Costick wrote a letter to the 
Washington Post in which he said that manufacturers of these, 
machines from other countries were only suitable for laboratory and 
testing purposes. That just isn't so, and there are bearing manufac 
turers all over the, world, including the United States, that have 
machines from these companies, and they are not. laboratory ma 
chines. They are production machines and they are comparable 
machines,

So that is the answer to the, story.

71-157—76———13
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Mr. BINOHAM. Without objection, the story referred to and tho 
letter from Mr. Costick will be included in the hearing record at this 
point.

[The documents referred to follow:]
[From the Washington Post, Thure., Feb. 26, 1076]

U.S. REPOBTEDLY SOLD SOVIETS MEANS To MAKE MIRY PART
(By Dan Muigan, Washington Post Staff Writer)

Since 1072, the United States has sold the Soviet Union 164 precision ma 
chines that can produce the miniature iMll hearings used in guidance systems 
of multiple warhtad missiles, a former top intelligence official charged yesterday. 

Retired Gen. Daniel Graham, former head of the Defense Intelligence 
Agency said the Soviets "couldn't have gone into production' 1 of the multiple 
warhead weapon, failed MIRV, without the -.naehiues.

A Pentagon spokesman said the Defense Department had not opposed the 
sale, which was authorized in 1972 after an investigation of the ball bearing 
technology sold hy other western countries. However, the spokesman said the 
Pentagon had no comment on the question of whether the bearings were 
subsequently used in Soviet MI It Vs.

Jim Halverson, general manager of Bryant Chucking Grinding (.'<>. <if 
SpringfleM, Vt.. confirmed yesterday that the nrm had sold the machines to 
the Soviets "after a lot of discussion" in Washington.

"We don't know the end use of the product of this equipment." he said. ad<l- 
- ing that tiny ball bearings are components of modern iiousehold appliances 

and many kinds of precision instruments.
In announcing the first Soviet purchase of hearings in the United States in 

3072, Machine Tool Industry Minister Anatoliy I. Kostousov said, "We are 
using more and more instruments of all kinds and our need for bearings is very 
great."

Ball bearings have been mentioned from time to time as part of the continuing 
controversy over detente and trade with Soviet Union.

Critics of detente say that Russia is using the increased U.S. trade maialy 
to plug strategic gaps in its military and industrial technology.

However, other analysts of the Soviet systems say that the Russians are 
skilled at copying Western technology even when they can't purchase it. They 
add that it is difficult to safeguard industrial processes, because many Ameri 
can firms operate European or .lupaiiese manufacturing plants where C»m- 
munist workers are employed.

Although the United States reltixed restrictions on trade with the Kremlin 
after 1972, it still embargoes 68 items that this country's NATO allies and 
Japan allow to be exported to the Communist World.

Graham's remarks on the ball bearing sales came at a Capitol Hill break 
fast, hosted by several members of Congress, in honor of a new hook by Miles 
M. Costick, "The Economics of Dfti-nte."

Graham noted that Costick's book contained a lengthy reference to the bnll 
bearing case. He claimed the Pentagon had objected to the sale and "sU'-uld 
have been successful."

The equipment in question is the Rryant company's Centalign B grinding 
machines, which are so sophisticated they can manufacture miniature bail 
bearings to tolerances of a 25-millionth of an inch Costick said that a large 
part of bearing output from Centalign machines is for military use.

"Until the Soviets were able to obtain Centalign B machines, they were 
unable to produce the guidance missile essential for MIRVing of their missiles." 
Costick wrote.

MIRVS—in ' iple independently targetable re-entry vehicles—have posed a 
major new r-ixtdem for Soviet and American strategic arms negotiators. At 
Vladivostok in November. 1974, each of the two countries agreed to limit their 
strategic arsenals to 1,320 multiple warherd rockets.

In 1960, the Bryant company sought a license to export machines to Russia 
but was turned down after a lengthy internal debate in Washington.

A Pentagon spokesman snid that a Commerce Department team learned in 
1072 that Switzerland and Italy possessed similar ballbearing technology and

BEST COPY WIUBIE
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the Hryant company's renewed application was approved because denying it 
"would ouly have prevented a U.S. linn from selling equipment already avail 
able from competitors abroad."

[From the Washington Post, Mar. 21, 1976] 

HELPING THE SOVIETS BUILD TUEIB MISSILES
In his article "U.S. Reportedly Sold Soviets Means To Make MIRV Par'", 

published in the February 26 Post issue, Dan Morgan reported about the 
Bryant ('bucking Grinder Co. sale of 164 precision grinding machines to the 
Soviet Union with approval of the United States government.

In the same article, Mr. Morgan reports about my recent book "The Eco 
nomics of Detente1 ' and the congressional briefing during which former di 
rector of Defense Intelligence Agency Gen. Daniel Graham shared the panel 
with me and quoting my book us a source charged that without Centalign 
B machines tli" Soviets "couldn't have one into production" t Ibe multiple 
indei>enueutly targetabie re-entry vehicles with nuclear warhti Is, known as 
MIRV.

I am compelled to take issue with several statements made to Mr. Morgan 
by the administrative spokesmen as well as the statement made to him by 
James Ilalverson. general manager of the Bryant Chucking Grinder Co. (if 
Springfield, Vt.

The administration's spokesman claimed that the export license for sale 
of machines to the Soviet I'nion \viis issued after "a Commerce Department 
team learned in 1!(7:1 that Switzerland and Italy possessed similar ball-beariiiK 
technology." I would like to ascertain that this is a distortion of the real 
issue in order to cover a failure of the Commerce Department and other ele 
ments of the U.S. Government to enforce an effective export control of strategic 
goods. In the first place Cent align B is unique in its field and the only machine 
suitable for mass production of precision miniature ball bearings. The analogous 
Swiss, Italian, Swedish and Japanese machines are ouly substitutes suitable 
for laboratory and testing purposes but not for mass production.

If the Soviets liad been able to purchase the same machines and technology 
somewhere else, why did they wait for a full 12 years to buy them from the 
United States? Ariatoliy I. Kostonsov, Minister of the Soviet Machine Tool 
Industry was quoted by the press as saying that they had waited 12 years 
for these machines.

Sex-olid, the administration could have prevented foreign countries from 
selling similar machines by intervention with the resi>ectable governments 
either directly or through COCOM (Coordinating Committee for the Western 
Allies Trade Embargo) of which rtey are members.

Third, Mr. Halverson's statement that Hryant Chucking Grinder Co. "doesn't 
know tlie end use of the product of this equipment" is incorrect. Since a con 
gressional subcommittee investigated the matter and found out that "at least 
85% of the bearings manufactured with the help of the Bryant machine are 
used by defense industries." The report was made available to Mr. Halversou's 
company well in advance of sales of the tl.S.S.R.

In short, the sale of 164 Centalign B machines to the Soviets gnve them the 
capacity to mass produce guidance mechanisms for MIRVs and ^JARVs and 
consequently excellerated Soviet military threat to the United States and the 
rest of the free world.

MILES M. COSTICK, 
Consultant on Foreign Affair* and Commerce,

The Heritage Foundation.
Burke, Va.
Mr. BINGHAM. If that is all, thank you very much.
Mr. GRAY. May I just ask one question? You asked for documen 

tation on violations of the regulations. Are you planning to wait for 
the Senate bill to come over or arc you going to start marking up a 
bill now ?

Mr. BINGHAM. We haven't gotten to that point.
Mr. GRAY. I was trying to get an idea of the time frame.
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Mr. WIIALEX. I don't think it is imminent, is it, Mr. Chairman?
Mr. BIXGHAM. No.
Mr. GRAY. Thank you.
Mr. BIXGIIAM. Mr. Frederick Van Veen, representing Teradyne 

of Boston; and Mr. Albert Maria, representing Wang Laboratories. 
I understand Mr. Maria is accompanied by Mr. Dana Robinson.

Mr. Van Veen?

STATEMENT OF FREDERICK T. VAN VEEN, TERADYNE, INC.
Mr. , m Veen has been professionally involved in the electronics test and 

measurement industry for 21 years, the first 33 of these with General Radio 
Company, the last 8 with Teradyne, Inc. where he presently serves as Assistant 
to the President. From 5972 to 1974 he served as a member of the Commerce 
Department's Technical Advisory Co amittee on Semiconductor Manufacturing 
and Test Equipment and as Chairman of the Subcommittee on Test Equip 
ment. He is also a Director of the Semiconductor Equipment and Materials 
Institute, a trade organization of companies supplying capital equipment to 
the semiconductor industry.

Mr. Van Veen has also Ions been active in the Institute of Electrical and 
Electronics Engineers. He is a Senior Member of that organization and was 
Chairman of its 1975 International Convention. He is also an Associate Fellow 
of the Society for Technical Communication. He has written extensively on 
matters relating to t'eotronic test and measurement and served for six years as 
the Editor of the IE!\K Transactions on Audio and Hlcctroavoustics.

Mr. VAX VKKN. Good afternoon, gentlemen. I want to thank the 
subcommittee for giving me the opportunity to testify and appear 
here today. T would like to begin by telling you a little bit about our 
company and about my own experience in the industry and my in 
volvement with export controls.

TF.RADYXE. 1XC.

Turadvno is n londinrr manufacturer of automatic test equipment 
for the electronics industry and for the many other industries now 
using electronic devices. We are the largest supplier of production 
test equipment to the semiconductor industry, and I should ex 
plain here that testing is an integral part of the manufacture of a 
semiconductor.

Our production test systems are for the most part computer con 
trolled and priced in the. $100.000 area. We also produce smaller 
testers which are sold to users of semiconductors, who must verify the 
quality of the devices they buy before they build them into com 
puters, television receivers, calculators, and so forth.

The product line also includes a number of other test systems for 
various electronic devices, ranging from digital watch components to 
automotive solid-state ignition modules to circuit boards used in 
copying machines.

My company employs about 1,100 people and our headquarters and 
main plant are in an eight,-sfory building in downtown Boston. Over 
a third of our sales are to Europe and Japan.

My own involvement in the electronics test and measurement in 
dustry goes back more than 20 years. I recently served a 2-year tacm 
as a member of the Common e Department Technical Advisory Com 
mittee on Semiconductor Manufacturing and Tost Equipment and 
was chairman of its Subcommittee on Test Equij ment.
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I am also a director of the Semiconductor Equipment r.nd Mate 
rials Institute, a trade organization of companies that supply capital 
equipment to the semiconductor industry.

The rationale for our present system of export controls has been 
stated and restated in previous testimony as the preservation of our 
advantage in high technology over the Communist countries, par 
ticularly with respect to production equipment.
. SEMICONDUCTOR PRODUCTION EQUIPMENT IS TIGHTLY CONTROLLED

If we accept this premise, semiconductor production equipment is 
seen as especially sensitive, and indeed this area has been one of the 
most tightly controlled. To date, my company has not been allowed 
to sell even its most obsolete products into the Communist bloc, and 
the door is so tightly closed that we do not actively pursue business 
in Eastern Europe. In short, we can live with or without Communist 
bloc business, and, if the law says it is to be without, so be it.

We cannot live without our free world business, however, and, if 
I have one point to make today, it is that our legitimate export busi 
ness not be sacrificed for the sake of tighter export control.

Companies in our industry typically derive a third or more of their 
business from export sn.les, and it is not an overstatement to say that 
the technological lend v,-e all want to protect depends on our ability 
to maintain this level of exports.

Our domestic business simply does not give, us the critical mass 
WR need to support our technology, and a loss of our export markets 
might well give this critical mass to some other country.

GENERAL DISTRIBUTION LICENSE

Our export business, like any other business, depends on'our ability 
to have the right product in the right place at the right time, and, 
in our case, with such a heavy product flow info Western Europe 
and Japan, we can deliver in a timely manner only through the use 
of a general distribution 1 icons?, which spares us the necessity of sub 
jecting every spare part to tha review process.

Now, it is understandable that those, who worry about the possible 
diversion of technology from the free world into the Communist world 
should regard tho funeral distribution license as offering less than 
perfect surveillance of outgoing technology, but the fact is that, after 
10 years of heavy export business, we have heard no evidence to 
suggest, that our equipment, has been diverted in any significant 
amount. Using this yardstick, we would have to say that the present 
system works. Rut I must, repeat that a free. unencumbered free 
world export business is vital to our industry, and thnt any inter 
ference with that trade could so seriously weaken our industry as to 
cost us out- lead in technology.

Now, although I am in general agreement, with the objectives of 
(he export" control program and believe it to be conscientiously ad 
ministered, I understand the purpose of these hearings is to give a 
thorough airing to the, various issues surrounding export controls, 
and it is in this context that I offer the following observations.
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EXPORT CONTROLS DO NOT ACCOUNT FOR U.S. TECHNOLOGY LEAD

Observation No. 1 goes back to the heart of the question you 
asked earlier, Mr. Whalen. It involves the argument that our present 
controls program is a success because it has achieved its purpose, 
which is to delay, rather than prevent, progress in high technology 
by our potential adversaries.

Mr. Shields of Defense summed up this argument as follows: 
"Thus delay is the measure of success. So viewed, our security trade 
controls have proved to be highly effective, particularly in the area 
of production capabilities."

Now, this line of reasoning is based on a rhetorical device known 
as "post hoc, ergo propter hoc," which means that, because one cir 
cumstance follows another, it is believed to bo caused by it.

We have export controls. The Soviets lag us greatly in production 
capability. Therefore, the lag is caused by the controls. But the So 
viets are way behind us in the, capability to produce almost any 
thing you can name, from wheat to automobiles to light bulbs, 
whether or not the production technology is embargoed.

With all duo respect to the controls program, wo fur outdistanced 
the Communist countries in production capability long before the 
I»!ittle Act and Export Administration Act. and the reasons appar 
ently have to do with the advantages inherent in the capitalistic 
system.

Those who believe that our security depends on our ability to 
maintain our lend in semiconductor production technology, for 
instance, might take a closer look at the factors that, gave us that 
lead. Tf they do, they will find small groups of individuals, backed 
by venture capital, motivated by the opportunity to ichievo. wealth, 
and rising to success on free market demand for their products. 
The efficient prosper: the inefficient go bankrupt. The. same applies to 
7iat ions, as we see on every side of us today.

Consider the ability of various countries to produce high-technol 
ogy items in volume—Japan. Great Britain, Ttalv. the Soviets, the 
United States. Taiwan, Singapore. China. If you lined them all up on 
the political spectrum from left to right, you find the leaders on the 
right, the. laggards on the left.

Now, what is it that has placed our potential adversaries in the 
role of laggards? Their political systems or the Office of Export, 
Administration?

T make the point not to undermine controls, which are certainly 
necessary, but to place them in their proper perspective as a guardian 
of our technology.

U.S. EXPOP.T CONTUOL POSTl i:E HAS Xf)T SOFTENED

Observation No. 2 is that our current export control posture has 
not softened in recent years, as some would suggest, but that it is 
actually very restrictive. T have already mentioned the fact that we 
have l>een completely shut off from the Communist market, in terms' 
of my company. The effect goes well beyond what is suggested hv a 
tabulation of license approvals and rejections.

The export controls program dissuades most manufacturers of em 
bargoed items from even pursuing business in Eastern Europe, and
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any honest assessment of the severity of the program, must take that 
into account.

LICENSING DKLAYS

Ohservation No. 3 is that license applications, at least in our area, 
are processed very slowly. And we are not impressed bv statistics 
that state x percent of all applications are processed within y days.

Our applications for export to Communist countries are very few, 
for reasons I have already mentioned, and the sampling may not he, 
particularly meaningful, out we rarely receive a decision in less than 
0 months, and applications made la'st August and September are 
still open.

LACK OF INDUSTRY CONSULTATION

Observation Xo. 4 is that, in the implementation of the controls 
program, the Government does not consult extensively with industry, 
as has been claimed. The existence of the technical advisory commit 
tees is offered as evidence of a willingness to take advantage of in 
dustry's expertise on areas of controlled technology.

My own view, after having served for 2 years as a member of one 
of those committees, is that industry is consulted only to the extent 
necessary to appear to satisfy the il)7-> modifications to the Export 
Administration Act.

Since the submission of our committee's final report well over a 
year ago. the members of my technical advisory committee have never 
received any indication of the report's acceptability or nonacceptn- 
bilitv. nor have we been asked tor any clarification, nor have we, 
anv :. diention of the extent to which our recommendations were used 
in'revising COCOM list.

The Government is. of course, not obligated to keep us posted, but 
the silence in this instance certainly does not suggest extensive con 
sultation with industry.

As for genera] consultation, my company may have received three 
or four phone calls in the past 3 years, even though wo are the 
largest manufacturer of semiconductor test equipment, allegedly one 
of the most controversial of the controlled items.

U.S. INDUSTRY COMrKTITION

Ohservation Xo. 5 is that one should not be too quick to assume 
that the granting of export licenses always represents a benefit for 
industry and that the denial of licenses represents an economic pen 
alty. Things are not that simple. Tf strict export controls can hurt 
some companies, they can favor others.

Mr. Glitman of the State Department has already alluded to the 
possible use of COCOM by other countries wishing to inhibit the 
t'nited States as a competitor in the world market. But he failed to 
extend the point to the United States itself.

If you are a leading exporter 6f widgets to the world markets, for 
example, what better way of warding off potential ecmpetitkm than 
<o prevent the export of widget-making machinery?

1 am not suggesting that the system has in fact been corrupted in 
this manner, but I am saying that the picture some paint of Ameri 
can industry desperately trying to export its technology at the ex-
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pense of national security is inaccurate, for the controls program 
has its beneficiaries in U.S. industry, as well as its victims.

SMALL BUSINESS IS AT A DISADVANTAGE

Observation No. 6 is that the high volume of exceptions for 
COCOM items—782 by the United Stales last year—loads the deck in 
favor of companies able to lobby their case in Washington and raises 
a valid question as to whether the program is equitable in its 
implementation.

ymall business—and I will define small as less than $100 million a 
year in sales—simply cannot afford to spend the large sums neces 
sary to develop the Communist market and to press their case for 
exception through the AVashington bureaucracy.

Thus, while a company of the size of Teradyne lose? the Eastern 
European market for, say, transistor testers of 1963 vintage, fully 
instrumented Boeing 707's are sold to China.

We in the industry may agree or disagree °n tbe TTicrits of the 
COCOM list, but at least 'it is" there for all to see. and it is tb" law. 
The exceptions, on the other hand, are deliberated behind closed 
doors, the criteria are hidden, and the whole process breeds distrust.

The idea that exceptions are allowed as a concession to tb:' eco 
nomic needs of American business is a further misconception. Ameri 
can business in toto probably spends more mon^y cbasinjr r.round 
Moscow, Peking, and Washington than the return jv.stiHes. The 
possibility of an exception is the great tantnlizer t'.if.t keeps com 
panies from totally turning away in disgust—that that, incidentally, 
keeps a pood part of the Government bureaucracy in busine^.

T.et us have one list that applies to all companies—those who can 
afford to go prospecting in Moscow and those who can't—and let us 
have an end to the exceptions. -

SUMMARY

In summary, the notion that a controls program is necessary to 
protect our advantage in production technology is debatable. We 
enjoyed that, advantage without benefit of controls. Tiie fact is that 
two generations ago Henry Ford gave the Soviets tbe technology 
and equipment for automobile production, yet today the. Soviet Union 
is slill a world laggard in automobile production. Which was more 
important? The technology that Ford exported or the economic sys 
tem that lie did not?

It is nn interesting question, worthy of thoughtful discussion by 
H-ose, who shape this country's trading policies. If tboFO wbo are en 
trusted with this responsibility decide that our products must be 
controlled in the interest of national security, we will not only sup 
port that decision, but we will continue to cooperate in any way we 
can with those who administer the program.

We asl: only that, those administrators operate in a fair and expe- 
d'tums manner and. above all. that, they avoid any action that would 
disrupt our legitimate free world trade. If we lose that trade, our 
te'-l-rx^ogical lead will evaporate, no matter how stringent the export
Cr.T>*Tolp.

Thank you.
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Mr. BIXOHAM. Thank you, Mr. Van Veen.
I think if you will go ahead, Mr. Maria, then we can ask questions 

of both of you.
STATEMENT OF ALBERT MARIA, CHAIRMAN, TECHNOLOGY 

EXPORT GROUP, THE INTERNATIONAL CENTER OF NEW 
ENGLAND, INC..
Member, District Export Council for New England, Chairman of the Districts 

Sub-Committee on Export Administration.
Member, Industry Sector Advisory Committee No. 10. Office and Computing 

Equipment, Coniincrce/STR Industry Consultations for Multilateral Trade 
Xeffotiations.

Member, International Center of New England, Inc., Boston, Massachusetts.
Formerly International Trade Specialist, Boston Field Office, U.S. Depart 

ment of Commerce. Assistant to the Export Manager, American Bosch Arma 
Corporation, Springfield, Massachusetts.

Mr. MARIA. I would like to enter into this testimony these letters 
that I refer to in my statement, letters of January 23, which are the 
resolution on export controls by the Boston or New England District. 
Export Council: the October 7, 1975, letter from the International 
Center of New England to the Secretary of Commerce Morton. and 
& copy of the letter that the Special Subcommittee from the Inter 
national Center's Subcommittee on Export Controls submitted to— 
iv.'iich was attached to the October 7 letter, copier, of winch were sent 
to. the Chamber of Commerce of the United States and the New 
England Congressional Caucus: and the reply that was received on 
November 14, 197~>, to the October 7 letter: and finally my part as 
the export manager of Wang Laboratories. 1 am referring to the 
special licensing procedure, part :>7tt of the Export Administration 
regulation, for which I would believe acceptance should be made bv 
COCOM countries. 1

EFFECT op Fonnox i,.uv ON r.s. msTiur.rTiciv EXPORT I.ICEXSF.

"We. hpv" been in the international business since l!)f>7, and. 
under the -icw procedure, we have now obiainul a distribution 
license which allows us to export licensed commodities, which are 
computer peripherals that are used v;ilh our electronic calculators 
wliicii ar;> not licenced. This procedure enables us to maintain free 
flow of goods from ti.e United States thnmfrh tr.o distribution license, 
for which we have now -19 approved consignci-s throughout the world. 
It ai'ows us io move our goods from t!io United Stales into the. 
European countries and COCOM group, for instance, hut the problem 
that has come up is; "What effect does foreign law from these coun 
tries have on this d : s! nlmtion license ?

So, in r>.cvorcbn;'i' with section "74.0 of the Export Administra 
tion regulations, which is called "Effect ••• foreign Laws,'' "Tie-ex 
port or distribution authority gramed by the Oflice of Export 
Administration does Hot 1 relieve any person from complying with 
foreign laws."

Early this year, I went to one COCO^f country to discuss this for 
eign h:w with the ministry that controlled the exports in that country,

1 Mr. Maria's statement nml ntta<'hi><1 letters appear on ;i. IfiO.
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and I represented the case for our subsidiary, asking them if they 
would honor and jjjjyve their control of these goods, which are being 
redistributed from their particular country. This is because of the 
distribution license which we have which would allow us to move 
our goods from Germany to France or to Belgium without ohtaining 
approval from the U.S. Government; which they admitted that they 
were aware of the procedure. However, under the COCOM regulations. 
no waiver of complying with individual export licenses for reexports 
from their country could be made at that time.

So, after spending a week visiting these various government oflices 
within this one country, everybody sympathized with us, but they 
didn't know what they could do for us.

So, when I returned to the United States. I discussed this matter 
with the Director of Export Administration, Mr. Kauer Meyer. and 
he told me to write him a letter, which I did, and I pointed out to him 
what I had done and who I had visited, and I asked him: Would it 
be possible for your office to give a letter to my company which would 
assist the Export Administration Offices in NATO countries to accept 
the U.S. distribution export license procedure without the necessity 
of the approved consignees having to obtain export licenses in that 
particular country? Now, this is in accordance with section WWn 1 ) 
of the Export Administration regulations, which says: "Except re 
exports to any of the U.S. exporters' other consignees who have lieen 
approved under the Distribution License Procedure." "Which relates 
to the authority for us to move our goods within these countries.

As of now I have not had a reply. I have discussed this recently 
with Mr. Meyer and I have discussed the situation with our people in 
the COCOM country, and now I am interested in knowing if it is pos 
sible that U.S. negotiations involved in COCOM should consider in 
their negotiations, whenever they have special licensing procedures. 
of this particular type, that acceptance be made by the COCOM coun 
tries and Switzerland, which happens to IK- one of the count rios which 
also lias to have reapproval for re-export, of the "Special Licensing 
procedure" of tlie U.S. Department of Commerce Export Adminis 
tration Regulations under part .'573.

This would assist not only our company, but over -200 Amor'n-nii 
firms who are now possibly violating a law which they think the.- are 
not violating, because this is a foreign law that they are working 
with.

The rest of the reference to these letters that I mentioned previ 
ously — I would like to have, Mr. Dana Robinson pit-sent his part. 
which is his portion of the testimony.

[Mr. Maria's prepared statement and attachments follow :]
STATEMENT OF ALBERT MARIA. CHAIRMAN OF TECHNOLOGY KXPORT OKOI.-P 

FROM THE INTERNATIONAL CENTER or NEW ENGLAND, INC., BOSTON, MASS.
Mr. Chairman. I appreciate the opportunity to provide this Siiheomniittee 

with comments on various legislative and administrative problems related t<> 
the export and transfer of technology. Qn liehalf of the technological industries 
of New England and Wane Laboratories. In particular. I would like to provide 
* brief summary of the type of problem faced bj a t'.S. manufacturer seeking 
to comply initially with t'.S. export regulations and then operating a market 
ing program within another country. Following this, I would like to liav<- 
Dana Itohinson present the more general comments of our Technology Kxport 
Group iind briefly explain the following attachments to our statement:
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January 23, 1 975.—(Boston) Xew England District Export Council; Resolu 
tion ou Export Controls.

October 7, 1915.—Letter from International Center of New England to Secre 
tary of Commerce Rogers C. B. Morton.

November 14, 1915.—Reply from Commerce Department, (Bureau of East- 
West Trade) to the International Center of New England.

Special Licensing Procedure Part 373, Export Administration Regulation, 
and acceptance by COCOM countries.

January 23, 197J.

BOSTON DISTRICT EXPORT COUNCIL RESOLUTION ON EXPORT CONTROLS 
PROBLEM STATEMENT

A major impediment to exporting is U.S. policy on export controls. We l>e- 
lieve this problem deserves the immediate attention of the Executive Branch 
of Government in order to stimulate the economy of New England through 
increased exports.

1. The impediment of export controls is of special significance in high-tech 
nology industries. This problem is aggravated by relatively low growth poten 
tial for these industries in domestic markets, as estimated by the Department 
of Commerce. On the other hand, Commerce Department statistics suggest 
significant growth potential for the same high-technology products is available 
in foreign markets.

2. Business engaged in high-technology industries are not provided with 
adequate guidelines on what items do or do not require exj>ort licenses.

3. Prompt delivery has become a key element in tbe sale of products fur 
U.S. companies. Given the great advances In foreign technology made in recent 
years, foreign customers tend to look to countries outside of the United States 
where they can obtain better delivery on comparable products.

4. The complications of the process of obtaining export licenses are costly 
to lH»th government and industry in terms of pai>erwork. At the same time 
tbe cost of delays in meeting established delivery schedules is inestimable. 
The process discourages many companies from entering foreign markets and 
results in many lost orders.

r>. U.S. companies are .at a competitive disadvantage localise of tbo lark of 
conformity of U.S. controls and procedures on exporting to controls and proce 
dures of other COCOM countries.

SUGGESTED ACTION

The following recommendations of the Boston District Exjxirt Council sire 
made to the President and Secretary of Commerce. These recommendations 
can be implemented by administrative derision of the President and Cabinet 
nil bout international consultation or additional congressional action.

1. A directive from the President to all departments of government is needed 
to clearly define national objectives ou foreign trade. If national policy is TO 
encourage foreign trade on ull products which do not have significant military 
potential to the detriment of national security as called fur in tbe recent 
renewal of the Export Administration Act, then this position must be clearly 
established and carried out.

'2. Government/Industry Advisory Committees should IK* restructured to 
include Defense Department representatives to deal with the following specific 
problems on a continuinf) baxi*:

A. Definition of specific U.S. products and technology which would be of 
significant military potential.

H. Definition and determination of foreign availability of high-technology 
products. Better liason with COCOM countries is especially required.

C. Procedures and systems for improved Government/Industry cooperation in 
submitting license applications for high-technology products.

.'{. The President, through the Secretary of Commerce, should eliminate or 
significantly reduce the requirements for Validated Export Licenses to nil 
Free World countries of all products and technology which are internationally 
com rolled.

4. The requirements for Statements of Use, Import Certificates, etc. should be 
redwed.
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THE ISTEBNATIONAL CENTEB OF NEW ENGLAND, INC.,

Boston, Mass., October 7, 1915. 
lion. ROGERS C. B. MORION, 
Secretary of Commerce, 
Department of Commerce, Washington, D.C.

DEAR SECBETAKT MOBTON: The International Center is a private non-profit 
organization of companies involved In international business. Our objective 
is to help our members expand their international business and its profitability. 
We have about 400 company members, and communicate directly with 1,000 
individuals in these firms, which include manufacturers, exporters, Importers, 
banks and other financial Institutions, insurance agencies, the transportation 
and communications industries, engineering firms, accountants, lawyers, con 
sultants, and graduate business schools.

Representatives of a group of our high technology companies met recently 
to discuss the administration of export controls. Recognizing the demands of 
national security, they all felt that there has been an undesirable drift away 
from the relaxation of controls begun gome years ago. As this significantly 
affects their sales, and hence both employment and the balance of trade, they 
put together the enclosed list of considerations and suggestions.

We cannot put a figure to the increase in sales and hence improvement in 
our balance of trade, nor to the number of new jobs that would be created if 
the sugestions are adopted, but we are convinced that both will be substantial 
here in New England alone. Conversely, we fear a decline in jobs and In sales 
and balance of trade if the trend Is not reversed. We also believe that we are 
not denying the Socialist countries any technology; we are merely shifting 
their purchases to our competitors in Japan and Western Europe. We consider 
the potential of these suggestions to be so great that we request your personal 
interest in examining and adopting them. They are not to be construed as 
criticism of Mr. Rauer Meyer whom we all know and respect, and whose 
responsiveness to individual company's problems has been most commendable.

If we can be helpful in exploring these comments and suggestions please caJl 
upon us.

Sincerely,
HABRY HULL, Executive Director.

THE INTERNATIONAL CENTER or NEW KNGI.AND, INC.
itJXUTES: EXPORT ADMINISTRATION SUBCOMMITTEE

Dismission among the participants centered on the following:
1. Recognition of the necessity for export controls of technology determined 

to be of significant importance to the national security.
2. Enumeration of various cases of "red tape" encountered in processing 

npj.lioation for individual licenses to country groups Q, W, and Y.
3. The role of the Departments of Commerce and Defense in the administra 

tion of export control, including:
A. The problem of backlogs in both departments of applications for licenses 

to nil country groups.
R. The problem of lack of communication from government to industry in 

regard to the status of individual license applications.
4. The problem.posed for industry by the requirement to provide full nnd 

accurate end-use information in support of license applications to country groups 
Q, W, and Y.

r>. The problem posed fr>r industry in attempting to comply with export 
administration regulations concerning direct exports and reexports of high 
technology products to country groups Q, W, and Y.

6. The need for government departments to relate delays in granting export 
licenses to loss of export business to overseas competition and consequent los.< 
of jobs.

The following actions wet** propnsod as means of improving the administra 
tion of export controls, all of which can be accomplished under authority 
presently held by The Department of Commerce without need for added 
legislation:

1. Process license applications for country groups Q, W, and Y within SO 
days. Presently such processing requires from three to nine months.
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Specific suggestions:
A. For any exhibition sponsored by the United States anywhere in the world 

eliminate the need for an export license when products are shipped to United 
States firms exhibiting in care of the United States Government exhibition 
site.

B. Eliminate the requirements for single or multiple transaction statements.
C. Relax licensing requirements for high technology products. (For example 

mini-computers, peripherals, related parts or accessories classified under 714 
(3)A and 714(4)A in the Commodity Control List. This would allow a relaxa 
tion of licensing requirements for machinery and equipment controlled by such 
mini-computers.)

Consider eliminating entirely licensing requirements for products such as 
those described above for export to country groups T and V, and possibly also 
Q and W, in view of U.S. efforts to promote trade with these countries.

D. Communicate changes in policy promptly by letter to all firms with 
pending license applications affected by such changes. Provide to each applicant 
monthly a report on the status of all his pending license applications.

E. Decentralize the authority for approval of export license applications by 
authorizing Department of Commerce Field Offices in major ports of export to 
fully process applications for country groups T and V.

U.S. DEPARTMENT OF COMMERCE, 
THE ASSISTANT SECRETARY FOB DOMESTIC

ADD INTERNATIONAL BUSINESS, 
Washington, D.C., A'ofemter H, lS~ij. 

Admiral HARRY Ilru..
Kj-crutivv Director, The International Center of New Knyland, Inc., 
lloxtnn, Masx.

DKAR ADMIRAL HULL : Secretary Morton has asked me to comment on your 
letter of Octolier 7 forwarding the minutes of the Export Administration Sub 
committee of the International Center of New England, Inc. You characterize 
this subcommittee as composed of representatives of a group of high tech 
nology companies and indicate they fear there has been "an undesirable drift 
away from the relaxation of controls begun some years ago.''

I believe there should be a differentiation between the relaxation of controls 
that began some years ago and our export control policy with regard to high 
technology products. In 3972, the Office of Export Administration began a 
review of its controls over commodities that were not similarly controlled by 
the other governments with which the United States cooperates within the 
COOOM structure. The result was the elimination of validated license controls 
for I'.S.S.R., Eastern Europe, and the People's Republic of China for virtually 
all tomrnodities not also controlled by our COCOM partners. What remained 
under control was a small segment of our national product; mostly high 
technology commodities that had both strategic and civilian uses.

Our export control policy toward the licensing of these high technology 
products did not and has not changed significantly. There has been no "drifting 
away" from our policy of approving transactions Involving such goods when 
we are reasonably sure they would be used by a civilian end user for a civilian 
use. Congressional concern over the export of such products, however, was 
manifested by the amendment to the Military Procurement Act last year that 
required the Secretary of Defense to review all applications to export to the 
V.S.S.R, Eastern Europe, and the People's Republic of China. A similar re 
quirement, expanded to include Yugoslavia, was subsequently included in the 
Export Administration Amendments of. iS74. While this referral procedure 
has had the effect of increasing the processing time for certain types of commod 
ities, it has not changed our policy of approving high technology products for 
civilian end uses.

You also mentioned that our export control program is "not denying th* 
Socialist countries any technology; we are merely shifting their purchases to 
our com|ietitors in Japan and Western Europe." I cannot agree with this assess 
ment. Inasmuch as the high technology products we control are also controlled 
by the COOOM countries, i.e.. Japan and all of Western Europe except Switzer 
land ami Sweden, I'.S. exporters should be on an equal footing with their 
competitors in those countries. We urge firms to cite specific instances where
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goods comparable to theirs are being exported freely to the Communist destina 
tions, and I can assure you we will look into such allegations.

With regard to the specific actions recommended by the Subcommittee, I am 
providing detailed comments in an enclosure. 

Sincerely,
ARTHUR T. DOWNET, 

Deputy Axxixtant Secretary
for East-West Trade. 

Enclosure.
I'.S. — If you have questions or further comments on our response please 

let me know. We don't wish to close off any valid discussion.
COMMENTS OF SUBCOMMITTEE SUGGESTIONS

Suggestion
Process license applications for country groups Q, W, and Y within 00 days. 

Presently such processsiug requires from three to nine months.
Comment

While not all applications to export to Country Groups Q. W, and Y take more 
than 90 days to process, a significant number do. The Department is as dis 
tressed over tliis as industry is imrt is taking steps to reduce the processing 
(line. However, given the increasingly complex nature of the commodities 
proposed for export, the need to consult widely with other government agencies, 
and the shortage of technically-qualified personnel, the Department does not 
foresee the time when all applications will be processed within 90 days. There 
i.i, of course, an easy way out : deny those applications that cannot be processed 
within this time frame. Such procedure would, however, result in the denial 
of a number of transactions that, given for proper analysis and documen 
tation and review by the various ;i -ory agencies, would be found to lie 
approvable. This would run counter to the statement of policy in the Export 
Administration Act of 1969 that calls for trade to be encouraged if it is not 
contrary to national security and foreign policy objectives. Thus simple 
solutions are not solutions. The Department must be sure of its grounds before 
either approving or denying a proposed transaction. A decision to approve, 
arrived at in haste, runs the risk of authorizing an action that would adversely 
affect the national security of the United States. A decision to deny, arrived 
at in haste, runs the risk of needlessly restricting U.S. business.

For any exhibition sponsored by the United States anywhere in the world 
eliminate the need for an export license when products are shipped to United 
States firms exhibiting in care of the United States Government exhibition 
site.
C»»im<tit

The Department has a long-standing policy of not permitting the exhibit 
of commodities in Q, W, or Y destinations, even as part of a U.S. Government 
sponsored exhibition, If it is not prepared to authorize the sale of the commod 
ities at the conclusion of the exhibition. Until fairly recently, the Development 
did not require the exhibitor to obtain a validated export license if the goods 
were shown under U.S.-Government auspices. Instead, approval for exhibit, 
under the above-mentioned guidelines, was sought by the sponsoring agem-y. 
However, it was found that direct communication between the exhibiting firm 
and the Office of Kxport Administration was desirable because technical mat 
ters often had to be resolved before a licensing decision, even for exhibit, 
could be reached. This procedural change, In effect, eliminates the middleman, 
and it has worked well. It has served to expedite, rather than impede, tlie 
processing of exhibition requests.

Eliminate the requirements for single or multiple transaction statements. 
Comment

The Subgroup minutes mention "the problem posed for industry by the re 
quirement to provide full and accurate end-use information in support of license 
applications to country groups Q, W, and Y." Practically all applications to ex-
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port U.S. goods to Q, W, and Y destinations involve commodities that are under 
international (COCOM) control. In most instances, these commodities have 
significant strategic as well as civilian uses. Proposed transactions involving 
such dual-use commodities can be approved only when the Department is 
reasonably certain they will be used by a civilian end user for a civilian end 
use. That test is also used by COCOM. Information as to the intended end use 
and end user comes from various sources. An important source is, of course, the 
ultimate consignee. Information from him is obtained via the single or multiple 
transaction statement. By requiring this document to be obtained by the 
exporter and submitted with his export license application, much time is saved, 
because otherwise the Department would, in most cases, have to request the 
end use data after the application was filed.
$H Duration

Kelnx licensing requirements for high technology products. (For example 
mini-computers, peripherals, related parts or accessories classified under 714 
<3)A and 714(4) A in the Commodity Control List. This would allow a relaxa 
tion of licensing requirements for machinery and equipment controlled by such 
mini-computers. )
Comment

All, or practically all. high technology products that are controlled by the 
Department also are controlled by other governments participating with the 
I'niled States in the international (COCOM) structure. It takes unanimous 
increment by all participating governments to place a commodity under inter 
national (COCOM) control or to remove it from such control. The agreed 
list is reviewed periodically and commodities are added or deleted to reflect 
current assessment of their strategic potential. The first results of the current 
COCOM list review have just been announced (Export Administration Bulletin 
No. 148, dated October '28, 1975.) The negotiations are continuing on other 
items and more changes can be expected. Whether these changes will affect the 
level of controls over computers and related equipment has not, as of this 
writing, l.ee'n determined. If there are changes, they will be announced in an 
Exjinrt Administration Bulletin.

Consider eliminating entirely licensing requirements for products such as 
ihose described above for export to country groups T and V, and possibly also 
Q and W, in view of U.S. efforts to promote trade with these countries.
Cinnmciii

It would be contrary to the basic international (COCOM) agreement to 
eliminate the licensing requirements for products such as those described 
above for export to any country group, whether it be T, V. Q or W. The Depart 
ment has, however, sought to minimize the licensing burden with regard to 
Free World exports by developing Special Licensing Procedures, such as the 
Itistrilnition License. The latter permits qualified exporters to ship to approved 
distributors abroad without prior transaction-by -transaction review by the 
Department.

Communicate changes in policy promptly by letter to all firms with pendfng 
license applications affected by such changes. Provide to each applicant monthly 
i report on the status of till his pending license applications.
t'nnnncnt

Basic changes in policy occur rather infrequently. In addition to an an 
nouncement in our Export Administration Bulletins such changes usually re- 
reive wide publicity in the news media. Examples are the revisions in controls 
over exports to the People's Republic of China and the embargo placed <m 
exports to South Vietnam and Cambodia. Other changes, which might not 
receive this type of publicity, are announced in Export Administration Bulle 
tins. Because of staffing reasons; it is not practicable to supplement this official 
anni'U'.iceiiieiii \\itli individual letters to firms. However, if as a result of u 
policy change, a validated export license is no longer-required for a transaction 
covered by a pending license application, the application is returned Immediately 
with a notice that the shipment may be made under general license. The

BEST COPY AVAAJRLE
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suggestion that each applicant be advised monthly of the status of all his 
pending license applications also could not be implemented with the existing 
staffing resources of the Office of Export Admin 5 stration.
Suggestion

Decentralize the authority for approval of export license applications for 
country groups T and V.
Comment

The suggestion that the Commerce District Offices be authorized to fully 
process applications for Country Groups T and V has been consider many times 
iu the past, and it has always been rejected, basically for two reasons: the 
District Offices do not have personnel technically competent in the commodities 
under control; and they do not have ready access to the Department's 
consignee information. The latter is particularly important because national 
security and foreign policy controls are exercised over exports to Free World 
destinations in order to prevent the unauthorized diversion of the goods to 
other, more sensitive, destinations. A major element in our processing of such 
cases is a review of the bona fides of the consignee. This frequently includes 
a check of the Department's commercial intelligence flies. If the District 
Offices were to be authorized to process applications, there would be extensive 
delays while they communicate with Washington to obtain this consignee 
information. ____

SPECIAL LICENSING PROCEDURE PART 373, EXPORT ADMINISTRATION REGULATION, 
ACCEPTANCE BY COCOM COUNTRIES

At the present time, our company has been approved undor the "Distribution 
license' 1 procedure. Section 373.3 of the Export Administration Regulations. In 
addition we have been able to have most of our subsidiaries and representatives 
(distributors) in the Free World approved to receive licensed commodities, 
without applying for individual export licenses.

This Distribution license procedure has been very beneficial to us, however, 
in accordance with section 374.9 -'Effect on Foreign Laws—Re-export or distribu 
tion authority granted by the Office of Export Administration does not re 
lieve any person from complying with foreign laws."

Because of this section, personal contact was made with the administrators 
of export regulations in a COCOM country, to determine if they would honor 
the "Distribution License" procedure. They admitted that they were aware of 
this procedure; however, under the COCOM regulations, no waiver of comply 
ing with individual export licenses for re-exports from their country could be 
made by them, at the present time.

After spending a week, visiting various government offices, in this COCOM 
country, everyone was in sympathy with our problem, however, no one seemed 
to be able to provide an immediate solution.

Upon return to the U.S.A., I discussed the matter with the Director. Office 
of Export Administration, Mr. Rauer H. Meyer, who suggested that I write to 
his ofiice explaining what I was trying to accomplish.

On February 18, 1976 I wrote to him and wish to quote from this letter as 
follows:

"After discussing this matter with you last Thursday. February 12. at thp 
International Center of New England's meeting in Boston, it would certainly 
be appreciated by Wang and its European subsidiary if a letter from your 
office could be made available to Wang that would assist the various Export 
Administration offices in NATO countries to accept the U.S. Distribution Export 
License procedure without the necessity of the approved consignees having to 
obtain export licenses. Tl'is would relate to Section 373.3H1) 'Except re-exports 
to any of the U.S. expo- ters' other consignees who have been approved under 
the Distribution License procedure'."

It will probably take sometime to set up some procedure between the USA 
and the COCOM countries, to accept this type special licensing procedure; 
therefore, it would be appreciated that the U.S. negotiators involved in COCOM 
should consider in their negotiations:

"Acceptance, by COCOM countries and Switzerland, of U.S. Department of 
Commerce 'Special Licensing procedure', Part 373, of the Export Administra 
tion Regulations."
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There should be no need for any U.S. firm to have to check within another 

country to determine if the U.S. Export regulations will be accepted.
Having been involved with U.S. export regulations since the Export Con 

trol Act of 1949, I can say that there is more assistance and information 
available to U.S. industry from the U.S. Department of Commerce, than there 
is in the COCOM countries.

Mr. BINGIIAM. Very well. Please proceed, Mr. Robinson.

STATEMENT OF DANA I. ROBINSON, TECHNOLOGY EXPORT GROUP, 
THE INTERNATIONAL CENTER OF NEW ENGLAND, INC.

Mr. Robinson is International Marketing Consultant to various U.S. manu 
facturers anrt exporters of computer-operated instruments and machines, com 
puters, pi"-^ ,nlc components, and technological production and test equipment.

He also serves as a member of the Executive Reserve of the Commerce 
Department, Bureau of East-West Trade and a member of the International 
Center of New England.

Formerly, he served as, the International Sales Manager-Components of 
Raytheon Company, the Export Manager of Transitron Electronic Corporations, 
and the Far East Representative of Dage Corporation.

Mr. ROBINSON. Thank you, Mr. Maria. Mr. Bingham, I just want to 
cover a few of the highlights of what we in New England would 
like to bring to your attention and particularly the work we are 
try-ins; to do for the smaller companies. I would like to sort of skip 
over and deal with just a portion of the report which Secretary Mor 
ion made last year, on page 3, and how it relates to this whole question 
of our other COCOM countries cheating and who is catching them and 
so forth.

INTERPRETATION OF NATIONAL SECURITY

There are two particular sets of figures I think would bo, impor 
tant: (1) If the United States has only a 15 percent share of the So 
cialist country imports of high-technology products and yet the United 
States presents about 50 percent of the COCOM exception cases, ob 
viously the other 8.") percent of the business is being done in some simple 
manner not through COCOM.

I think I, along with others, could provide you with sufficient, shall 
\vc say. not legally proven cases, but substantiated indications that 
this is a continuing process, but mostly to point out that, as Mr. 
Glitman said, th--y do not consider it a violation,

So it isn't that they are cheating, but their interpretation of their 
national security is different, and I think the crux of a lot of these 
things will be brought out as more of us can view the Defense Science 
Board report which finally says that technological products at this 
stage, need to be separated out from the know-how, technology, and 
design.

So that really what has been happening—and I think State would 
be the one guilty—is to say the other countries have begun to make 
unilateral decisions on technology product exports because they 
couldn't get a quick response from us. In a sense they have just 
jumped the gun, and we are just around now to realizing that the 
market we are talking about, is $20 billion and U.S. arms sales are 
$10 billion, so if is a very significant area of policy problem.

71-lo7—70—— 14



198

As Mr. Van Yecn pointed out, the hundreds of little companies 
whoso exports are SO or 40 percent—if they are a $1 million company— 
they might have one girl who is a traffic manager. She gets an order 
even for Western Europe, and there are these two God-awful hooks. 
the schedule 15. She doesn't know what to do with it. so she will go 
to a freight forwarder, and the time is urgent, so they will find a 
sen ion and ship it out to the free world. A year later she will get a 
notice of violation, and this goes on and on and on. It is a constant 
liattle, because the rules are so complex and because ivally the cost 
to small companies of even getting an answer is totally impossible to 
manage.

LACK OF CLEAU Ol'IDELIXKS

T think it would be helpful, if the committee conic! pursue this 
•whole area. Most of the problems today that have been brought out 
are basically a lack of really clear guidelines of separating technology 
from products available from other countries. The highlight of our 
attachment here is the Boston resolution. "We urge the creation of an 
industry-Government advisory group, but m a totally different 
wei'iianipm. You meet. You make decisions. And then you go about 
it. and you don't keep it secret.

The trouble with the present Technical Advisory Comrnttee proc 
ess is that they won't tell industry what was decided until the other 
14 COCOM members vote on it. Well, that is neither technic 1 'ly sound 
nor is it legal.

FOREIGN' AVATLAimjTT

The process of what is foreign availability is another major prob 
lem. Defense has little input related to free world foreign technology 
availability. CIA does not collect it. But the law says they are sup 
posed to judge, it.

These areas are the ones we think are probably administrative, b'-.t 
maybe there needs to be some clarification of which law applies: The 
Battle Act. the Mutual Assistance Act, the Export Act; and to pick 
one of them and tidy it up.

I»ut we would be glnd. as we said in the beginning, to come back 
and work with the committee on particular problems and make 
specific recommendations.

Thank you very much.
[Mr. Robinson's prepared statement follows:]

PREPARED STATI:...~I.NT OF DANA T. ROIMNSON. MEMBER OF TECHNOLOGY EXPOBT 
GROUP FROM THE INTERNATIONAL CENTER OF NEW ENGLAND, INC., BOSTON, MASS.

Mr. Chairman. I appreciate this opportunity to join with Albert Maria in 
presenting this Subcommittee with some comments on policies and problems 
related to the export and transfer of technology, but particularly as they 
unnecessarily inhibit Xew England's exports of technological products. In the 
efforts of the United States to restrict or deny certain technological products 
to the Soviet Union we may have neither improved our own military or 
economic security nor significantly reduce Soviet military capabilities. In this 
single appearance it is only possible to suggest items of particular importance 
nnd to assure this Subcommittee that further specific technical or international 
trade issues could he addressed hy individual members at a later date.

Most of the existing legislation and related procedures affecting the export 
of technological products and know-how are based upon conditions which
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pertained immediately after World War II, when the United States had ,» clear 
technological superiority. Through the association with NATO members and 
.lapan in COCOM, the United States has sought to restrict or deny technology 
which would enhance the military capability of any country able to threaten 
the security of the United States and our Allies. The world of 1976, however, 
is a very different one than even that of 1969, when the substantial revisions 
were made by Congress to confine trade controls to only military implications 
rather than both military and economic.

We understand that the present concern of the House Subcommittee is to 
obtain some helpful background of existing problems and suggestions for pos 
sible legislative action. While there never can be total agreement between the 
public and private sectors, it is increasingly clear that the time has come for 
a major review of what are the policies and objectives of the United States as 
they affect international trade in technological products and related know-how— 
to all foreign countries. Within the past few months a number of reports have 
concluded there exists an absence of clear policy guidelines and rational tech 
nological decisions as they affect national security. The primary ones are those 
of tl^e Murphy Commission, the Government Accounting Office, the Defense 
Science Board and the August 1975 Hoport by the Commerce Department on 
Kast-West Trade.

3. Tl:c Murphy ('(>mmixxion, created by Congress in 1972, dealt with the need 
for the Government to be organized more effectively to deal with constantly 
changing international situations. You have already heard from Professor 
Allison of Harvard with his broad view of the problems and specific recom 
mendations. Many New Kngland companies would welcome any moves by the 
Federal Government to consider these recommendations for both legislative 
and administrative action.

-. The (jfjvcntrnciit Accounting Office study of Kast-West Trade 1'rolilcms 
included a number of comments about technology aud export controls. While 
the report was not as complete or precise as many would have hoped for ami 
only briefly touched on technology transfer problems, it did highlight the need 
by the Administration and Congress to clear up the present conflicts between 
the Mutual Defense Assistance Act of ]9~>1 (the Battle Act) and the Export 
Administration Act. This Report also urged clarification of policy fin technology 
transfer through the East-West Foreign Trade Board, which was created by 
the 1974 Trade Bill. It is not adequate to deal with technology as ;f applying 
exclusively to East-West Trade. The further suggestion of the Government 
Accounting Office to encourage a broader study of the basic rationale for any 
export controls by the Council for International EconnMic Policy deserves 
further consideration.

!i. The, Dt'JcnKf Si-irnr-c linnrd Task Force on "Export <>f U.S. Technology" 
made public its final report to the Secretary of Defense, w'.iose actions are not 
yet known. From our initial impression this appears to lie a most, welcome 
analysis by the Defense Department of the changes which have taken place in 
the technological relationships between the United States, other Western conn- 
tries, the Soviet Union and the countries of Eastern Europe. We urge the Snl>- 
committee to study the report and hope the I)ei""ise Department will Implement 
many of the Task Force recommendations in the near future to clarify their 
guidelines for technological products—even if more restrictive for the related 
know-how.

4. The Commerce, Department report by Secretary Morton last August on 
East-West Trade Problems and Prospects contained some very distressing trade 
statistics. Total sales of manufactured goods from Western countries to the 
Socialist countries in 1974 amounted to nearly 20 billion dollars. (Last year's 
Arms Sales by the United States to all foreign countries totaled about 10 
billion dollars!) The share of sales directly by U.S. firms was !<?*.< than- 4 prr- 
icnt. If we select out of this total only the products incorporating high tech 
nology. Western sales were about 4 billion dollars. Now the U.S. share increased 
to ;.} percent.'lmt for these saihe high technology products our share of Free 
World marki:tn in about 50 percent. We can only conclude that the Socialist 
countries are buying an increasing volume of technological products from other 
Western countries, thus providing our Allies with the greater profits and 
volume to further close the technological gap once enjoyed by the United 
States. To quote from Secretary Morton :
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"East-West Trade is going to be a significant factor in world commerce. 
While the U.S. role in this trade has been small, it has been controversial in 
this country. Unless this controversy and the policies that grew out of it can be 
resolved, our role will probably become even smaller and very significant trad 
ing opportunities and markets for U.S. goods may be lost."

As technology has spread into more consumer and industrial products—such 
as watches, electronic ovens, games, automotive electronics and medical elec 
tronics—the rising economies of many foreign countries have expanded their 
purchasing power. New England manufacturers and businessmen have become 
keenly aware of the increasing importance of export trade to our basic economy. 
For many New England companies the export volume is now greater than 
doincntic. In the absence of agriculture exports, an automotive industry and the 
mainframe aircraft industry, the New England region is dependent upon the pro 
ductive skills of its workers in the scientific and technological industries to com 
pote effectively in world-wide markets. Our only objective in pursuing these 
present deliberations in Congress is to be certain that any exports of technologi 
cal products and even know-how to any foreign country— including the Snrialixt 
markets—is not really harmful to U.S. military or economic security. We are 
attaching copies of correspondence generated by the International Center of New 
England, Inc., to demonstrate the efforts we have taken in the past to resolve 
our problems through established channels of communication, with—I might 
add—little success to date.

1. In January 1975 the Boston District Export Council (most of whose mem 
bers are also members of the International Center) forwarded to the President's 
Export Council a number of carefully chosen suggestions dealing with sub 
stantive policy matters. Hone of them were selected for presentation to the May 
1075 meeting with the Secretary of Commerce for forwarding to the President. 
The fact that these same Boston Resolutions have been incorporated by the 
Murphy Commission as its major recommendations for specific action on export 
controls certainly proves that they were worth;.- of more serious attention. 
Even the Defense Science Board Task Force from its very different perspective 
touched on the same issues outlined in the Boston Resolutions.

2. In August 1075 the International Center of Xew England forwarded to tho 
Secretary of Commerce some specific administrative suggestions, put together 
by this same "Technology Export Group". The response from the Commerce De 
partment was more lengthy than usefully affirmative.

3. The products of Wang Laboratories, like thosv of most Xew England manu 
facturers of high technology products, require a Validated Export License. The 
particular problem described by Mr. Maria is only tjpical of many others ex 
perienced by firms who seek to comply with U.S. regulations as they export 
and then regulations of other foreign countries upon arrival overseas. If wo are 
seeking to encourage some uniformity of policies and control procedures among 
the COCOM or other cooperating countries, then wo should place greater reliance 
upon national sovereignty and less upon seeking; to impose unilateral U.S. 
policies on foreign customers.

What can or should Congress do about providing a legislative or policy frame 
work within which the export of U.S. technological products and related know- 
how could proceed without adversely affecting either our military or economic 
security? We can only suggest a few areas which should be considered for pos 
sible revision:

A. The 1917 Trading With tlie Enemy Act is probably a useful process to 
have available as tho ultimate- means for the 1'rexjilent. to prohibit and prevent 
both imports and exports from taking place with any country he declares as "Enemy".

H. The "Battle Act" of 1051 is the legislative basis for the Munitions List, the 
International List of COCOM and the authority for the Secretary of State to 
negotiate with other countries to embargo both military and technological 
products as a condition of foreign economic, military, and financial aid. The 
roles of the Commerce and Defense Departments are mentioned in the legisla 
tion, but certain words and phrases are probably not useful any longer nor 
applicable to U.S. policy looking towards 10SO.

C. The Export Administration Act, revised substantially in 1969 and again 
in 1074, does not mako any reference to the Battle Act nor to the obvious initial 
requirement for the Defense Department to identify in relatively precise tech 
nological terms those commercial products and technologies of direct and 
significant military concern.
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As \vns pointed out in portions of the Murphy Commission report, the world 
is becoming more complex and increasingly greater importance is imposed upon 
our domestic economy uf international developments. This is particularly trn? 
with technology, which is no longer as dependent upon substantial military 
investments for basic research and development. With rising labor costs in 
Japan. West Germany and most other Western countries—and with the revalua 
tion of various currencies—it is increasingly important for U.S. manufacturers 
to gain greater shares of foreign markets for their products from, their V.8. 
facilities. Only by increased sales volumes to world-wide markets can manu 
facturers generate the profits needed to maintain and expand their basic re 
search into new fields i>f technology and application. Our policies and proce 
dures, therefore, should be directed at protecting and expanding the maximum 
profitable growth of U.S. technological industries within the United States— 
with less concern for possible contribution to Soviet military capabilities, which 
Secretary Kumsfeld recently acknowledged are roughly now comparable to those 
of the United States. Encouraging and facilitating the export of technological 
products to all destinations will reduce the pressure or incentive for exporting 
our know-how. As is pointed out in the Defense Science Board Task Force Re 
port, we do have a few areas of technology advantage for which the design and 
manufacturing know-how is vital to protect and control to all foreign dcstinn- 
tinns. Most of the tighter and improved control procedures which are probably 
required for a few technological products involve administrative and documenta 
tion action, but some changes are certainly needed at least in the Battle Act and 
the relationship to the Export Administration Act.

AVe noted with concern the statements on March Ifith from Commerce and 
Defense Department representatives to your committee that no changes were 
required in the legislation and that everything was going to be better "next 
month" with just a few more people and a little bit more money. These latter 
may not be necessary if the basic policies and product guidelines are more clearly 
defined and understood by Government and Industry alike. The observation 
from tlio State Department that we might review the fundamental rules and 
rationale of COCOM to see whether a better set of premises would allow n 
more streamlined list should certainly be followed up for action—particularly 
along the lines proposed by the Defense Science Board.

AVe commend the members of this Subcommittee for their efforts to explore 
this most complex and always controversial area of international trade. The 
world is no longer a bi-polar one and we should net seek to impose our tech 
nologies or policies on other nations—especially as our own economic survival 
becomes increasingly dependent upon other nations for either raw materials or 
markets for manufactured products. New England's high technology companies 
will l>e ;;lad to assist this Subcommittee and other units of the Federal Govern 
ment in their efforts to resolve these matters, which we feel are unenessarily 
inhibiting sales and manufacturing employment. Please call upon us individually 
or through the International Center of New England, 470 Atlantic Avenue, 
Boston, Massachusetts. 02210. Our phone is Area 617-542-04;>G.

Thank you very much for your patience and attention.
Mr. BIXGHAM. Thank you, Mr. Robinson. I must say that I ksew 

this was a complicated field and \ve, have luul testimony that was 
difficult to follow, but it has reached a new high \vitli these witnesses. 
[Laughter.]

And I don't mean that in any critical fashion but it is just very, 
very hard to follow exactly what it is that you are saying, and we 
would like to have you work with our committee, staff with the par 
ticular suggestions that you may have.

Again, I am a little puzzled by the fact that all the witnesses today 
have- saul: "Yes, we ,nml controls. We. are in favor of extension of 
the. act." But then it seems to me almost they come down on the other 
side when you reach the bottom line. The kind of controls that they 
•would like to see would really not be much of any controls, and we 
nii-rl-.f :is well junk the whole system.

Would you care to comment on that?
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LIMITED CONTROL MST

Mr. ROBINSON. "Well, I think that by taking the suggestions of the 
GAO. something bettor might still be useful. A very limited control 
list, clearly separating products from know-how and design infor 
mation could be, started. If that could be put into effect, we could 
then work out a new approach with the COCOM countries and perhaps 
not limiting it to COCOM, I mean, why should Turkey and Greece be 
involved in technology and Israel not? Simultaneously, there has 
been under consideration from time to time the question: Do any 
controls of product make any difference? I think this is also an im 
portant part of the GAO study. Let us take another look at the 
•whole concept. But to at least give it another try along the lines of 
Defense Science Hoard and take a realistic appraisal of what few 
commercial products we might have a lead over the Soviets and for 
which it is the know-how we are worried about. We should also 
clarify that the listing of products is not an embargo list, but a 
controlling list.

REPRODUCTION OF EXPORTED PRODUCT

Mr. BINOTIAM. When you speak in those terms, are you saying that 
the product, the export of the product, doesn't enable the importer 
to reproduce the product?

Mr. ROBINSON. Xot unless they already are able to do something 
pretty close to it anyway.

Mr. VAN VEEN. That is generally correct, Mr. Chairman. In our 
case, if it were that easy, certainly all of our competitors would 
long ago have seized our market share. There is a great deal to it 
that is not extractable.

Mr. MARIA. I would like to comment on that. We happen to have 
sold a machine which we call our programmable calculator that was 
sold in 1967, and our Israeli agent informed us that a company in 
Israel was now building a similar machine. Through the State De 
partment and Commerce, we received a report and all the informa 
tion and literature regarding something that looked like our machine. 
It happened that, when I showed it to Dr. Wang, he just looked at 
it, and walked away. He said: "Forget it." We haven't had any com 
petition in that particular market.

Mr. ROBINSON. That is to Israel, too.
DEFINING NATIONAL SECURITY

Mr. VAN VEEN. If I may, Mr. Chairman, you have pointed out 
the apparent dichotomy of our criticisms of the controls program on 
the one hand and then our support of continuation of the act on 
the other.

It really is, practically speaking, next to impossible for anyone to 
sit here and attack the essence of the controls program.

In the r>lay "Guys and I)6l!s", a character named Big Julie comes 
in to shoot craps, and he shoots with blank dice. The victim says: 
"But there are no spots on the dice." Big Julie answers: "But I 
remember where they were." In this case, the Defense Department is 
the only one who knows where the spots are on the dice. We don't 
have intelligence apparatus.
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If the defense organization says: "This product is critical to the 
national security," we obviously cannot oppose that, so I think that 
ir: the deadlock hero.

Mr. BINGRAM. Would you explain to me, Mr. Van Veen, what 
semiconductors are ?

EXPLANATION* OF SEMICOXmTTOltS

Mr. VAN VEEX. At their most basic level, they are diodes find 
transistors. They are electronic switching and .amplifying devices 
that are made in the solid, rather than the gaseous, state, as a vacuum 
tube would be, for instance, and they are the guts, if you will, of 
your transistor radio, your pocket calculators—and they are prolif 
erating. Something like 13 billion semiconductors will be made in 
1976. The most advanced forms are integrated circuits, including 
semiconductor memories used in vast quantities in computers, which, 
of course, is the primary concern of the military, hut simiconduc- 
tors are also used in cameras, in calculators, and in the new digital 
watches.

So there are a great many consumer applications—peaceful, non- 
strategic consumer applications. And that is wh}T semiconductor pro 
duction technology has become such a controversial issue. Many 
countries in Eastern Europe would like to develop a calculator 
business, a digital watch business. The production technology to make 
those semiconductors in large part, however, is the same production 
technology used to make the more strategic type of integrated circuit, 
and that is why it is a very difficult area. It is a sensitive area and it 
is tightly controlled.

Basically, semiconductors are the electronic works, if you will, of 
almost anything that is made today, and they will show up in. wash 
ing machine timers, point-of-sale terminals, electronic cash regis 
ters. The term most often used is "pervasive" and they are pervading.

IMPORTANCE Or TESTING EQUIPMENT

Mr. BINGHAM. And you referred to the testers for these as being 
an important part of the process?

Mr. VAN VEEN. Yes. Unlike many other manufacturing processes 
where testing is arbitrary or discretionary, in the manufacture of 
semiconductors you don't know what you have until you test it. It 
is literally tested into being. You start with a lot of little pieces of 
silicon, and, until you test them—first as a small die, then as a pack 
aged device—you don't know what you have. The testing of 1 semi 
conductor might involve 10.000 or 20,000 individual tests or more, 
so it is a highly complex process.

Only when the test results are read out of the computer—and this 
is done very rapidly—can you determine whether you have a good 
or had integrated circuit. Those who buy integrated circuits must 
also test them because a 1-percent reject rate is typical for even com 
mon integrated circuits.

xSo testing equipment becomes a very critical area, and, if you look 
at some of the Defense Science Board testimony, you will see that the 
witnesses there also regard it as such, and we acknowledge that.
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However. T would like 10 make one final point before T conclude that 
particular line of thought. Within the phrase "semiconductor test 
equipment," there is a broad spectrum that ranges from highly ad 
vanced computer operated systems to what we would today consider 
primitive bench-top, go-no go testers, testers that have the ability to 
tell only whether a device is good or bad, without supporting data. 
Those testers are controlled as tightly as the most advanced.

One, of the license applications I mentioned from my company en 
tered last July or August was for one of those $5,000 bench-top inte 
grated circuit testers. That, as I said, we regard as quite obsolescent.

Mr. BOBIXSOX. Just, supporting his point—and giving you one 
example of a very small company which makes what it calls an inte 
grated circuit test equipment—a'$900 little black box. Poland wanted 
to buy one. We are now in the process of getting approval but I have 
been working on it, us a moral issue. It has taken 7 months and we 
now have gotten it into the Interagency Operating Committee. They 
finally made the, decision that this $900 test equipment is different 
than 'the, Teradyne model worth $100.000. Then it must still go to 
COCOM and they debate again. And this is called lational security.

COCOJI PROCEDURES

Mr. BTXC.TTAM. Xow. Mr. Maria, you have described a situation 
where you have obtained a distribution license1 , and the problem ap 
pears here to be not so much with U.S. procedures as with the pro 
cedures applicable in the COCOM countries. Is that correct?

Mr. MARIA. That is true.
Mr. BIN-GUAM. This type of situation hasn't been raised before 

this subcommittee before that I am aware of, and yet I would think 
it. might be a fairly common type of situation.

Mr. M\niA. It is. Would you like to listen to a little story? In a 
sense. I have been with the regulation since 1949. I happen to be also 
with the Commerce Department, teaching throughout New England 
on regulations. There are foreign laws in here, and T refer to section 
S74.0. which says that in effect foreign law is predominant. So, in this 
casr*. our subsidiary in this country has been after me to come over 
and help him out. to discuss the problem with their export adminis 
tration office. They will allow us to continue to move our goods in 
accordance with the U.S. law. but at any time they will say an inter 
nal customs man can question that that licensed commodity has not 
been licensed by his own country to be reexported, so we can move 
it from Germany. However, in Germany, seeing that—I will give you 
the. numbers that they use,: BTN 84.53 is considered automatic data 
processing machines.' They arc not called digital computers. They 
are r.ot called analog computers. They are called digital machines in 
accordance with the Brussels tariff. When your product moves from 
one country—we enter into Belgium, we will say. rs BTN 84..V5. It 
is classified automatically as a licensed commodity. When it goes out 
of the country, to say Germany, it is now a licensed commodity from 
I'elgium to Germany. In order for our subsidiary to reexport that 
American product which is licensed for free movement within these 
countries, they have to apply for an export license from the Belgian 
Government. The Belgian Government requires an import certificate 
iind delivery verification for any of what are called the "A" com 
modities which are on the COCOM list. When that certificate is brought
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in. our office Trill apply for an export license. License will be maybe 
3 weeks. Then they will have the authority to reexport into Germany. 
The Germans now have, to provide a delivery verification to the Bel 
gian subsidiary to present that to the Belgian Ministry of Economic 
Affairs to show that the goods were received in accordance with the 
regulations. If tin- (!<-yi:i.; u)s now \v;u»t to scut 1 that pieee of equipment 
to another country, the German subsidiary would now have to apply 
for an export license from the German Ministry in the same manner. 
Now. if that equipment is going to France, they have to get an im 
port certificate and submit it to the, German people. The German 
subsidiary would now apply for the export license, ship it into 
Franco, and for that same piece of equipment they would require 
delivery verification to go back.

This is actually what the foreign law covers. There arc many com 
panies that are not, doing this procedure, because the Germans or 
the Belgians or the French do not publicize that there is such a thing 
as regulations.

If you—I will ask you the question like I used to ask everybody, 
and it is one of my basic things in discussing export controls. "Wo 
live in a free country, but everything we, do or ship out of this coun 
try is licensed. You stop and think about it, and that is what thci 
regulations are. You have a general license to move the goods and you 
have a validated export license. It is the same thing in any of these 
countries. There is no publicity given about this type of control.

If you go into a freight forwarder, let us say in Belgium, and 
you say: "What is the problem in shipping this product to this other 
country? Just ship it. out." Classification by the Brussels tariff num 
ber. In the United States, we have a classification by schedule B.

Many of the freight forwarders are doing all the work for the small 
companies who don't want to get involved with regulations.

If the person who picks up the—let us say the, shipment from the 
port of Boston, as si freight forwarder he" will classify the equip 
ment as he socs fit. If it requires a license, he says: "Well, maybe"— 
It is questionable. so he will lake the easiest way—which is to s-hi]) 
it under a general license and give it a schedule B number, which 
does not require a license. And this is done all over the European 
area too.

r.s. ruocxnv i;r.s MORE I-IUCTICAL TI;VX r.vnorr'.AX rnocT.ntT.r.s
Mr. BiNoiiAM. It seems to me that what you are saying and unlike 

what we have heard from most of the other witnesses is that the 
U.S. procedures are rather more practical than some of the European 
procedures.

Mr. MARIA. Definitely. In my last paragraph, as an export man 
ager, as an ex-Department of Commerce international trade special 
ist, and being in industry before the regulations started, wo have— 
it used to be called the comprehensive export schedule, which is now 
the Export Administration regulations. This book is available in this 
country. There is no publicity about it< other than a list of publica 
tions available from the Department of Commerce.

In a foreign country, you do not get a book. You get a strategic 
list, if you ask for it.'Tlic British Board of Trade, they mentioned. 
I happen to sul«cribe to it. I have been getting it for years. It does
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list publicly what the security controls arc for COCOM in English 
with their numbers.

Now, I have this up-to-date, but, when vou go into Belgium or 
you go into Germany or you go into France, you do not get this in 
formation unless you ask for it. There is no public information 
available.

In this country, we have the regulations available. You have the 
offices to help you out in the Department of Commerce. Not just 
building it up, but there is information available. We have programs. 
We have workshops here, and we discuss these things.

INTF.RN'ATIOXAl, COMPETITION*

Mr. HIXGTTAM. But the result is in many cases, as we have been 
told again and again, that the American companies are penalized 
because so much of the same kind of equipment for which they can 
not get licensed is exported by their European competitors or 
Japanese, competitors.

Mr. MARIA. The honest American companies. The ones that try 
to comply with the law who are aware of the law. You ought to try 
listening to a telephone conversation between a foreign country— 
between an American—not an American, but a distributor-represent 
ative of American products which are completely controlled—and 
I am not trying to say they are doing anything illegally, but the 
thiiiir is: "How do you get these microcircuits into the bloc countries (" 
It is the simple question. He said: "Oh. no. We, don't do that. It is 
a violation of the U.S. Department of Commerce regulations to ship 
them in there."

HKSTIXATIOX CONTROL STATKMF.XT

Now, they understand that at one time we used to have what we 
called destination control statement. It used to be put on secondary 
invoices when we shipped to our subsidiary. Our subsidiary in that 
foreign country would turn around and stamp it: "U.S. law prohibits 
the distribution of these goods or diversion, etc." Now, that was a 
few years ago. So that means we will go only as far as our subsidiary. 
Thereafter, our subsidiary can turn around to sell the licensed prod 
ucts without our control or knowledge to any of these countries with 
out applying for a license. They could say: "We don't know. 1 ' 
Somebody could buy it right from them. Somebody could buy—Fred 
talks about semiconductors, integrated circuits, microcircuits. You 
can buy them anyplace, any shop, Radio Shack, here. You can buy 
them in the European area the same way. Nobody is going to tell you 
that it is a violation to ship that from France into Russia because 
it is contrary to U.S. law because the salesman doesn't know that 
there is such a law. 1 le is just selling the goods.

Mr. WHALKX. Are you telling us that American firms which have 
subsidiaries abroad can ship prohibited items to those subsidiaries? 
Tlu'-e subsidiaries in turn then have no restrictions on them?

Mr. MARIA. No. I am not saying that. I am saying that anybody 
wiio handles, as a representative or distributor of an American prod 
uct, could do it, 1 localise they are not required now to put a statement 
on the sales invoice to an individual that this is contrary to U.S. law 
to resell these goods or to reship it out of this country.

Mr. ROBIXSOX. The other countries really do have some regulations. 
We have easier procedures, but they basically don't even have the
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control laws. The fact that they aren't even aware of our procedures 
is an indication that they haven't even gotten seriously interested. 
They go through a little bit of a process, but, having worked both 
with a French and a Japanese company, it is just virtually non 
existent.

Mr. WHALEN. Are you suggesting, then, that one way for an Ameri 
can company to get around the law is to have a distributor in France 
or in one of the other European countries ? Ship to the distributor——

Mr. MARIA. No. No American—no honest company would do that.
Mr. ROBINSOX. The countries over there—once it gets into the Ger 

man economy one or two transactions later, it is made into a finished 
product. They then look at it from a German point of view. This is 
where American companies get into difficulty, with the accusation 
that you purposely started out to try to do it, and we say: "Well, 
how i'ar can you go in refusing sales?"

RELOCATION OF TECHNOLOGY KNOWIIOW

Mr. VAX YEEN. This doesn't represent the major conduit, as I see 
it. Tn the case of semiconductor production equipment, the far more 
likely danger is that people who have the semiconductor production 
knowledge and know how to build the machinery to make semicon 
ductors can simply relocate physically into an Ireland or a Lich- 
tcnstein or a Switzerland, a non-COCOM country, whore they are then 
completely uncontrolled, and they just set up their little plant—and 
most of the companies that produce this kind of equipment tend to 
be very small—to make diffusion furnaces and so forth. We see 
shadows of that coining.

Mr. MARIA. One thing that, was brought up before was—Dana 
mentioned it to mo before, about some problem ho had. We hap 
pened to purchase in our European subsidiary a product which is 
licensed by the l",S. Government. That product which is bought from 
a bloc, country <->mes to the United States. It requires an export 
license for us to reexport it back.

Now, this COCOM country was asked a question. We bought this 
machine from the bloc country. "What is the regulation regarding 
it? It is considered a licensed commodity in the United States. Is 
it considered a licensed commodity in your country?" They said: 
"Well, we don't know what to tell you. You can do whatever you 
want."

The point is that the United States is more explicit than most of 
the countries over there—it is based on what they call the strategic 
list or the consolidated list of security controls, what they call the 
COCOM list.

Hut we have a broader—well, wo will say we have a more gener 
alized listing, whereas they give a little, more detail, for you to 
consider whether an item should be either not licensee! or licensed.

POLITICAL RESTRICTION'S

Mr. WHALEN. I just will make one comment for Mr. Rbbinson. 
You cited figures which indicated that, despite our technological 
lead in our country, we do have a disproportionate share of the 
Kastern European market. We did discuss this issue last week, and 
I would reiterate that there are other restrictions, what, I would call
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political restrictions, which are almost as onerous as the security 
ones. Would you agree to that? That they inhibit our exports to the 
Eastern bloc&

Air. ROBINSON. I think one of the things that companies are con 
cerned about is that, with the present time frame and policies and 
problems, there is a substantial additional volume that we don't even 
have the free choice to plan to go after. As Fred said, at least we 
should be given the decision: How much is it going to cost and is it 
worth going after? And it is a substantial area, when we have only 
one-third of our market, share that we would have in other countries. 
Now, maybe if we had licenses, we would find other problems: Pay 
ment problems, political considerations; but right now there is just 
no way of knowing how to go after it.

SUMMARY

Mr. WIIALEN. Mr. Chairman, there has been sort of a common 
thread among all the witnesses. I wonder if T might summarize and 
ask the last three witnesses if they agree with this summary.

First: The charge has been made that there is old technology or 
dated technology on the list. Second: There is technology on the list 
which really doesn't have any substantial security impact. Third: 
There is a lack of producer input, both domestically in the decision- 
making process as well as at COCOM. Fourth: There is an undue delay 
in the decisions made domestically. And. fifth: There is unequal en 
forcement by other COCOM countries, t<" the detriment of the IT.S. 
firms.

Does that sort of summarize, the presentations that have been made 
here? Perhaps there are some additional points that I missed;

Mr. ROTUNSOX. T think that is basically it. On the question——
Mr. WHALEN. I might interrupt, that everybody is for the bill. 

[Laughter.]
Mr. ROBINSOX. It is for the extension of something.
Mr. WIIALEX. I think you are empathetic with us. This is mother 

hood. How can one be against it?
Mr. MARIA. What was there before the Export Control Act of 1949?
Mr. WIIALEX. 19-58.
Mr. BrxniiAM. There was COCOM though. There was COCOM.
Mr. MARIA. We used to license all our commodities going to every 

country of the world. The company I worked for at that time made 
automotive products such as voltage regulators for automobiles, wind 
shield washers and those were all licensed.

And that was because of a reason. Then later on, they relaxed, and 
then the only thing—somebody mentioned ball bearings. There were 
ball bearings licensed by diameter and what they were made of, which 
our company got involved with, but as you go into this thing as it, 
has progressed, and working with all the people on export control— 
you get to see the changes. We agree on export, control of some kind 
or so much, you know, but, to drag out. a license application for 
months, that is not necessary.

Mr. BixniiAM. Well,'thank you very much, gentlemen. We, appro- 
cinto your coining down and giving us the benefit of your views.

The subcommittee stands adjourned.
[Whereupon, at 4:30 p.m., the subcommittee adjourned, subject to 

the call of the Chair.]
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HOUSE OF -REPRESENTATIVES, 

COMMITTEE ox INTERNATIONAL RELATIONS, 
SUBCOMMITTEE ON INTERNATIONAL TRADE AND COMMERCE,

Washington, D.C.
The subcommittee met at 2:25 p.m. in room 2255, Rayburn House 

Office Building, Hon. Jonathan B. Bingham (chairman of the sub 
committee) presiding.

Mr. BI.VUIIAM. Tin 1 Subcommittee on International Trade and Com- 
morce will be in order.

I would like to apologize to our witnesses for the delay, but, as you 
can see, we just: hn.d a vote.

We are continuing hearings today on the export licensing of ad 
vanced technology. This afternoon we want to give the "technical 
peopie" involved in the process a chance to be heard.

Throughout our hearings, we have heard frequent reference to the 
report of the Defense Science Board as a major breakthrough on 
the problem of identifying what technology should be controlled 
for export. The study is entitled, "An Analysis of Export Control of 
U.S. Technology—a I)OD Perspective." We are pleased to have three 
considerations which gave rise to the study.

Mr. J. Fred Bucy, executive vice president of Texas Instruments, 
Inc., who I understand will shortly be appointed president of that 
company, is our principal witness. Mr. Bucy served as Chairman of 
the Defense Science Board Task Force which conducted the study.

Mr. Bucy, we congratulate you on your work and your promotion, 
and we welcome you to present the findings of the Task Force to 
the, subcommittee.

The study was prepared at the, request of Dr. Malcolm Currie, 
Director of Defense Research and Engineering, with cosponsorship 
by the Assistant Secretary of Defense for International Security 
Affairs.

Representing Dr. Currie, we are pleased to have Mr. Robert N. 
Parker, Principal Deputy Director of Defense Research and Engi 
neering, who will precede Mr. Bucy with a brief statement of the 
considerations which gave rise to the study.

Mr. Parker is accompanied by Maurice J. Mountain, Director of 
Strategic Trade and Disclosure. International Security Affairs, and 
by,Mr. Albert L. LeBlanc, staff specialist, International Programs, 
Office of the Director, Defense Research and Engineering.

We are glad to have as our third witness, Dr. Betsy Ancker-John- 
son, Assistant Secretary of Commerce for Science and Technology,

(209)
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appearing before us today in her capacity as a member of the 
Defense Science Hoard Task Force.

It is my understanding that Dr. Ancker-Johnson does not have 
a prepared statement, but is prepared to answer questions from the 
subcommittee.

We welcome all of you to the subcommittee. Mr. Parker, if you 
will proceed please.

STATEMENT OF EGBERT N. PARKER, PRINCIPAL DEPUTY 
DIRECTOR, DEFENSE RESEARCH AND ENGINEERING, DEPART 
MENT OF DEFENSE
Robert N. Parker assumed his duty as Principal Deputy Director of Defense- 

Research and Engineering at the Pentagon on August 27, 1973.
Mr. Parker has been Vice President and General Manager, NAVCOM Systems 

Division, Hoffman Klectronics Corporation, El Monte, California, since 1!»71. 
Prior to serving in that position, he was Deputy Assistant Secretary, System 
Development and Technology, United States Department of Transportation, 
1970-1973.

From 1967 to 1970, Mr. Parker was Chief Engineer, Autonetics Division. 
North American Rockwell, and from 1954 to 1967 he held various positions with 
the Hughes Aircraft Corporation. He was Assistant Professor at the U.S. Naval 
Post-Graduate School. 1961-19«2.

Mr. Parker was born September 2, 1928, at Fremont, Nebraska. He graduated 
from the University of California at Los Angeles where he received Bachelor 
of Science and Master of Science degrees in Engineering in 1954 and l«Jo(>, 
respectively.

He served in the United States Air Force from 1946-1949 and 1951-19.~>3.
Mr. P.VRKKI:. Mr. Chairman and distinguished members of the 

subcommittee, Dr. Carrie and I and the rest of the technologists 
wish to thank you for the opportunity to speak to you today on a 
subject of paramount importance to defense R. & D. managers: The 
export of U.S. technology to Communist countries.

FLOW OF TECHNOLOGY NEEDS TO BE CONTROLLED

If we are to continue to reap the return of the comparative mili 
tary advantage for billions of dollars which this Nation is investing 
in defense research and development, we will need to carefully con 
trol the flow of advanced technology and commercial systems which 
will aid our military adversaries in further narrowing this teclmo- 
military gap.

Our failure, to do so will: (1) Negate United States and allied com 
parative military advantage in qualitatively superior technology or 
weaponry; (2) unduly erode the U.S. technology/industrial base 
which is vital to national defense and economic health; and (3) re 
quire larger K. & D. investments to keep pace with the expanding 
Soviet technology structure and its increasing proficiency in designing 
and producing advanced weaponry.

OBJECTIVES OF DEFENSE SCIENCE BOARD TASK FORCE

As a result of the large increase in the number of export cases and 
the magnitude of the technology involved- for example, "turnkey'' 
factories, aircraft, jet engines, electronic; devices, computers, ami 
manufacturing machinery—it was important that the Defense Sci 
ence Board he requested 1o form a task force to assess the implica-
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tions to U.S. defense of current and impending export of U.S. 
technology.

The objective of this assessment was to provide a basis for the 
determination of Defense Department policy in matters pertaining 
to: (1) approval of U.S. contractor arrangements for technology 
export to foreign contractors or government agencies; (2) coordi 
nation with other U.S. Government departments regarding tech 
nology export or exchanges with foreign entities; and (3) security 
classification controls over technological data significant to the U.S. 
defense position.

The formation of the task force was established by Dr. Curric on 
July 10, 1974, with the cosppnsorship of the Assistant Secretary of 
Defense, International Security Affairs.

Mr. J. Fred Bucy, executive vice president of Texas Instruments, 
was asked to chair the task force. Since Mr. Bucy will brief you on 
the task force and its findings and recommendations, I would like to 
comment on the Department of Defense's implementation plans.

We believe the Bucy task force has done this country a great serv 
ice in addressing a very complex problem and in providing a set of 
criteria and recommendations which will aid Defense, State, Com 
merce, Treasury, and the Congress in assessing export control of 
U.S. technology.

Both Secretary Clements and Dr. Currie have generally accepted 
the report and directed its implcmention. This docs not necessarily 
imply, however, that all of the detailed recommendations have al 
ready been accepted by the Department of Defense or that they will 
all be implemented by the executive branch.

Defense is forming an ad hoc defense steering group and working 
group to initiate an implementation plan for the report. The steer 
ing group will be chaired by Mr. Robert A. Basil of rny International 
Programs Office. Each recommendation will be assessed by the steer 
ing group and a preliminary implementation action determined. This 
plan will establish a point of departure for interagency discussions 
toward improving the existing sj-stem of strategic trade controls.

DEFENSE DEPARTMENT RESPONSIBILITY IN EXPORT CONTROLS

As yon know, the primary responsibility for strategic trade con 
trols are the responsibility of State, Commerce, and Treasury. Within 
Defense, the Assistant Secretary of Defense, International Security 
Affairs, has the primary responsibility for administering strategic 
trade and disclosure matters.

The Office of Defense Research and Engineering role will be to 
initiate implementation action to more actively involve the technical 
community in the export control of U.S. technology.

Our primary emphasis will be to identify highly leveraged tech 
nologies and products which would adversely impact national secu 
rity and to enable trade in products of no real strategic consequence 
and insure, that the techno-military aspects of significant export 
cases are properly assessed by the technical community. It is our 
firm intention, that we harvest the full fruity of the. task force's effort.

There appears to be considerable, agreement within the executive 
branch—and, I believe, also in the Congress and industry—that East-



212

West trade needs to be pursued within the bounds of national secu 
rity. On this basis, we believe that as the Department most immedi 
ately concerned with the impact of technology transfers, we must 
take the initiative to implement the task force's report. We feel that 
other executive branch agencies will sup ; .. c our efforts to improve 
the effectiveness and efficiency of strategic export controls through 
proper emphasis on key technologies in protecting the national inter 
est in a manner which is not unduly punitive to U.S. industry.

Thank you, Mr. Chairman.
Mr. BIXGIIAM. Thank you, Mr. Parker.
Now we will hear from Mr. Bucy.

STATEMENT OF J. FRED BUCY, EXECUTIVE VICE PRESIDENT, 
TEXAS INSTRUMENTS, INC., CHAIRMAN, TASK FORCE ON 
EXPORT OF U.S. TECHNOLOGY, DEFENSE SCIENCE EOARD

.T. Fred Bucy, Jr., received his degree in Physics in 19f>l from Texas Toch 
University in Lubbock, Texas. He worked as an associate research physicist in 
the Defense Research Laboratories of the University of Texas in Austin whore 
he later received a Masters Degree in Physics.

Upon completion of studies at the University, Bucy joined Texas Instruments 
and was assigned to the Central Research Laboratories in Dallas where he ('.id 
research in instrumentation for oil exploration. Xext, TJ assigned Bucy the 
task of developing the first solid state, asynchronous 10 MO digital computer 
and a digital field system and high fidelity seismic amplifier fur oil exploration. 
This program was highly successful with the first systems operating in the field 
in 33UO. He holds three patents.

In 1963, Bury was promoted to Corporate Vice President and assume;! respon 
sibility for TI's Government Products including radar, infrared, souar, missile 
and space systems and instrumentation equipment.

In 19G7 he was given t>ie responsibility for the Semiconductor Components 
Division, including its international manufacturing operations. Later the same 
year he was assigned worldwide responsibility for TI's Components Group.

In Mav 1972, he was elected Executive Vice President of Texas Instruments, 
with responsibility for the Semiconductor Group, Solid State Products Division, 
European Semiconductor Group, and Materials and Electrical Products Group. 
These organizations include direct responsibility for 4'J plants in 19 countries, 
covering technologies from semiconductors through calculators and metallurgical 
materials.

In October 1974. he was elected a Director anu added to the Board of Direc 
tors at Texas Instruments. In February 1975, he was named Chief Operating 
Officer, making him responsible for all operations of Texas Instruments In 
corporated.

He holds the grade of Fel'ow in the IEEE, is a member of the USAC Advisory 
Cojnmittee of the IEEE, meialter of the Cosmos Cluli of Washington, D.C., and 
is a member of Hie Defense Science Board of the Department of Defense, lit 
served on the Commerce Department's Technical Advisory Committee on Semi 
conductors and on the Technical Advisory Committee for Semiconductor Manu 
facturing and Test Equipment. He was Chairman of the DSB Task Force on 
Pesign-to-Cost, nnd is chairing the DSB Task Force on the Export of U.S. Tech 
nology, and is al.M> a member of the DSB Management Panel. He is a member 
of the Technology Assessment Advisory Council of the Office of Technology As 
sessment of the Congress of (lie United States. He is an executive member of 
the American Institute of Management, and a member of the National Academy 
of Engineering.

He is a Board member of Metro Dallas United Way, a former trustee of St. 
Mark's School of Texas, member of the Development Board of The University 
of Texas at Dallas, Board of Directors of Southern Methodist University's 
Dad's Club. He received the Distinguished Engineers Award from Texas Tech 
in April 1972. and in 1973 was appointed by Governor Dolph Briscoe to serve on 
the Texas Tech University Hoard of Regents. He is a lifetime meirber of the 
NJIV.V I.ofgup. He is a member of Sigraa Pi Sigma and Tau Beta I

Bucy is inariied to Odctta Greer Bucy and they have three children.
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Mr. BUCY. Thank you, Mr. Chairman. I am here this afternoon in 
my capacity as chairman of the Task Force on Export of U.S. 
Technology of the Defense Science Board.
The entire text of my testimony is contained in the document en 

titled "Highlights of the Final Report on Export of U.S. 
Technology."

If it meets your approval, I request that this document be placed 
in the record.

Mr. BINOIIAM. Yes. Without objection, it will be so ordered.1
Mr. BUCY. Since it -would take about 45 minutes to present it, I 

propose to summarize it as background for your deliberations.
Mr. BIVOHAM. We would appreciate that.

Mr. Brer. Before discussing the export of technology, however, 
we must clearly distinguish between "science" and "technology". 
"Science." is simply knowledge of the physical world and its phe 
nomena. "Technology", on the other hand, is * the application of 
science to the manufacture of useful products.

As an oversimplified example, science— and obviously Einstein— 
said" "E equals MC squared." Technology in the form of a nuclear 
powerplant converts scientific, knowledge to practice, and that is 
technology.

"KNOW-HOW"

We must also distinguish between "know-how" and "products" of 
that know how. "Know-how" in its r>ure sense is information and 
practical skills. Specifically, it is detailed information about how to 
do things. For the, most part, it is expressed on paper, in words and 
numbers and pictures. On the, other hand, "products" are useful phys 
ical articles that rcsu!<: from the application of design and manu 
facturing know-how.

Ordinarily, products that do not help to design or manufacture 
things do not transfer technology.

I would like to use a simple, analogy on this. There is an old folk- 
saying about this application. It says that, to give a man a fish, you 
have given him a meal. If you teach him how to fish, you have fed 
him for life.

The obvious analogy here is that a fish is a product and teaching 
a man how to fish is a skill or the transferring of know-how. In 
making that distinction, it is fundamental to what we are recommend 
ing here.

Now, ordinarily, in the realm of technology, the task force was 
most, concerned about the, export of design ind manufacturing tech 
nology. It is this detailed knowledge of how to do tilings that is 
most vital to our economic and military well-being.

It is mastery of design and manufacturing know-how that increases 
a nation's capability. It is in this area that the. United States main 
tains and must maintain its technological leadership.

If the United States were somehow forced to sell all of its basic 
science to any nation that wanted it, it would recover. If we were 
forced to sell all of the products that we have available in the United

1 The document referred to fippears on p. 220. 
71-157 0—70———15
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States, high technology all the way lo the lowest technology, we 
would recover from that.

But, if we were forced to divulge all of our design and manufac 
turing know-how to any nation that wanted it, we would not recover 
from that blow.

Four subcommittees of the-task force initially worked independ 
ently, each in a high-technology area where their members had ex 
pertise. These areas were airframes, aircraft jet engines, instrumen 
tation, and solid-state devices.

Although the terminology in each industry was different, the sub 
committees arrived at the same central finding. It is that the transfer 
of design and manufacturing know-how is of overwhelming im 
portance to our national securitj'.

EXPORT CATEGORIES

The next step then was to determine which categories of exports 
transfer that know-how most effectively. Three categories are felt 
to he most hazardous.

The first category covers exports of arrays of design and manufac 
turing information, plus significant teaming assistance. Such ex 
ports provide technical eapalvlitj to design, optimize, and produce 
a broad spectrum of products in a technical field. This is the highest 
and most effective level of technology transfer.

The. second category is tbe export of manufacturing equipment re 
quired to produce, inspect, or test strategically related products. This 
category is slightly less effective, since it does not transfer tbe over 
all design and manufacturing background and rationale. In this cate 
gory, "keystone" equipment is particularly critical. "Keystone" 
equipment completes a process line and allows it to he fully utilized.

Let me give you an example. A keystone piece of equipment in the 
aircraft jet engine industry is provided by titanium forging equip 
ment. Most of the machine, tools used in working titanium rotor and 
stator blades are conventional multipurpose, machine tools. But the 
forging equipment essential to forging titanium ifi materially dif 
ferent from equipment used to forge steel. Hence, titanium forging 
equipment is the keystone to producing modern high-performance 
jet engines.

The, strategic importance of keystone equipment derives from its 
uniqueness. There is no substitute for it. Tf all the other equipment 
on a production line is general or multipurpose and the keystone 
equipment is the only unique equipment needed, then its significance, 
is obvious. Tf you don't have that piece of equipment, the rest of it 
is of no avail.

The third category of experts that transfer technology effectively 
covers exports of products that carry technological know-how with 
them. This know-how is often supplied in the form of extensive oper 
ating information or application information or sophisticated main 
tenance procedures.

ACTIVE AND PASSIVE MECHANISMS

To put it another way, the many mechanisms for transferring 
know-how between countries may be arranged in a spectrum. At the
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high end of the spectrum are the most active mechanisms. An active 
mechanism is one in which the donor company actively transfers 
design and manufacturing know-how. For example, by establishing 
a turnkey factory in the receiving country.

At the low end of the spectrum are the most passive mechanisms. 
In these passive cases, the donor company's objective does not include 
transferring design and manufacturing know-how. For example, a 
trade, exhibit is not aimed at teaching visitors how to design or make 
the product.

ACTIVE MECHAXISMS

Active relationships are characterized by an intensive teaching 
effort by the, donor company, and they involve frequent and specific 
communications between donor and receiver. These communications 
typically transfer proprietary or restricted information. They are- 
directed toward the specific goal of improving the technical capa 
bility of the receiving nation.

The process of teaching and communication is normally continued 
for several years, until the receiver is able to demonstrate the desired 
level of technical capability on its own.

A list of 17 typical transfer mechanisms was submitted to four 
subcommittees. They were asked to work independently and rank 
the mechanisms according to their effectiveness.

The rankings——
Mr. liixciiAM. Excuse me, Mr. Buey. That chart is very difficult 

to read. Is that reproduced in one of the documents?
Mr. BUCY. Yes, sir: it is—in the main report here on page 6. I am 

sorry.
Mr. BIXC.IIAM. All right. We are with you.
Mr. Burr. The rankings differed verv little from subcommittee, to 

subcommittee. The consensus is that effective transfer of know-how 
depends upon the active teaching participation of the donor company.

RECO.MMKXDATIOXS

Two principal recommendations arise from these, findings: First, 
the task force recommends tight control of the more active mecha 
nisms for transferring design and manufacturing know-how, to 
prevent transfer of strategic capabilities.

Second, since sales of products do not usually transfer a current 
design and manufacturing know-how, unless they are accompanied 
by extensive, operations and maintenance, data, the export of prod 
ucts should be, evaluated according to the capability the products 
themselves transfer.

And we quickly point out, that this intrinsic, utility of the product 
is a much more important criterion for the approval or denial of 
an export license than is the end-use statement of the receiving 
country.

ASSESSIXO STRATEGIC; U.K. LEADTIME

Another task force, finding develops recommendations for accu 
rately assessing strategic U.S. leadtime. Leadtime. must be deter 
mined by two comparisons. One is by comparing the position of the 
United States in the specific technology against the receiving coun 
try's current manufacturing practice.
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The other is to compare the position of the United States against 
the receiving country's velocity of advance in the technology. Such 
determinations should be made by individuals from both Government 
and industry who are currently involved in the practice of the art, 
supplemented by the entire intelligence community.

There are throe typical velocities of technology advance, as shown 
on this chart. Tt is duplicated in the report on page 10 with related 
charts on the following pages. I will walk through those charts.

There are three typical velocities of technology advance, as shown 
on the first chart.

A teaching path velocity is typical of a nation which has adequate 
industries to support the technology and a reasonable technological 
base, enjoying the Iwnefits of active transfer mechanisms. Since such 
nation is learning proven current design and manufacturing know- 
how, its velocity of advance is very rapid.

Nominal gain path velocity is typical of what a nation with ade 
quate supporting industries and a reasonable technological base can 
maintain without importing technology.

Slow advance path velocity is typical of a nation with very limited 
supporting industries and a limited technological base, enjoying little 
or no active technology transfer from highly developed countries.

EVOLUTIONARY AND REVOLT'TIONARY ADVANCES

Now, knowledgeable evaluators can judge the velocity of advance 
in technology and determine whether advances have been evolution 
ary or revolutionary. Evolutionary advances are small incremental 
improvements made in the course of normal daily practice of the 
technology. On the- other hand, revolutionary advances are the quan 
tum jumps that are based on conceptual departure from current 
practice.

Let me give you a verv straightforward example of this. The pro 
gression from a DC-3 airplane up to the DC-7, all prop-driven, were 
evolutionary. But then the jet. when it came in. which made the 707 
possible and the DC-R—that was u revolutionary jump. That is the 
distinction lietweon evolutionary and revolutionary, which I am 
trying to make very clear.

As the second chart suggests, the overall velocity of a technology 
is the summation of evolutionary and revolutionary advances. Each 
revolutionary advance jumps (lie nation's capability to a new higher 
level that may not have l>een attained by evolutionary advances 
even after a iiuinlx'v of veal's. You might say. if over.

Technological leadtime is cxtremolv perishable. Tt dissipates quickly 
as the basic concepts and know-how liecome widely known and 
exploited.

A lagging country can narrow the gnp even without benefit of ac 
tive transfer mechanisms. This happens Ix-cause the leading country 
must work its way up the incremental track without outside help, 
while the lagging country advances 1>oth by its own incremental ef 
forts and by the general diffusion of technology.

Each revolutionary advance affords the nation that achieves it the 
opportunity to maximize leadtime. A revolutionary gain is easier to 
protect from this diffusion of tei-lmologv. The initial nuMilier of 
practitioners is small and the breakthrough us consciously ivco^nized 
as valuable and proprietary. Therefore, it is held closer.
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T'.S. TECHNOLOGY COMPARED TO THAT OF ANOTHER NATION

When U.S. technology is compared to that of another nation, one of 
two pictures typically emerges. Either l-oth countries are on the same 
evolutionary track or the United States had made revolutionary gains 
and is on a higher track. TV two situations demand different ap 
proaches to export control if leadtime is to l>e maximized.

For the situation where lx>th countries are on the same evolutionary 
track, the application of controls demands continual compromise, l>e- 
tween: waiting until the strategic gap narrows to the point B-C in 
the center of the final chart,1 where transfer is of minimal value to 
the receiving country; or. on the other hnnd, the. premature transfer 
of accumulated evolutionary technology so far advanced—in this 
case, on the final chart from A to B or from B to D—that, is effectively 
produces a step advance similar to that of a revolutionary gain to the 
receiving country.

Tn the situation where, the United States has a revolutionary gain, 
from B to E on the final chart, then export controls should clearly 
deny any transfer of the key technical elements that made this step 
advance possihle, in order to maximize strategic, leadtime.

Briefly then, the task force recommends that export policy might 
permit transfer if the, know-how represents merely an evolutionary 
gain to the receiving nation, but must deny any transfer that repre 
sents a revolutionary gain.

PROTECTINO LEAHTIMES OF STRATKT.IC TECHNOLOGIES

Our analysis of the importance of leadtime to technology transfer 
led us to our fourth finding:

Current U.S. export control laws and the COCOM agreement pro 
vide, a continuing means of protecting leadtime:- of strategic 
technologies.

U.S. export control regulations are considered effective, hut, in their 
administration, the emphasis appeal's to lx> misdirected.

The. numlier of items on the commodity control list has lieen re 
duced over the past 3 years, hut it is still too long. U.S. companies 
still encounter frustration in trying to ohtain validated licenses for 
high-technology product shipments to Communist countries. Indus 
try's consensus is that the U.S. Government's processing of licenses 
is stricter and slower than that of our allies.

The administration of export control appears to place equal 
emphasis on all requests, whether for product sales or the more active 
mechanisms of know-how transfer. Since the significant transfers 
take place through active, mechanisms, it appears that present em 
phasis is inverse to the need. An inordinate amount of time is focused 
mi passive mechanisms, leaving only limited time for attention to 
active mechanisms.

SCREENING APPROACH FOR LICENSE APPLICATIONS

The task force members l>elieve that a screening approach based 
on capability as contained in a product's intrinsic utility would pro 
vide simplified criteria that could lie applied rapidly to classes of

1 Tht- charts fff<Tr*Hl Id appi-nr 'tn
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license applications. This approach should also lend itself to the ap 
plication of data processing for initial screening.

The pragmatic posture suggested hy the task force is to focus 
attention and administrative resources on critical areas outlined in 
the, report. The task force believes that most commercial product 
sales are not highly critical, and that those transactions should be 
quickly approved by the controlling government agencies.

Products of technology not directly of significance to the Depart 
ment of Defense should he eliminated from control, to enable more 
effective control of significant items. Some undesirable technology 
flow may occur. But the tusk force believes that the overall effective 
ness of our export controls would lie greatly improved by such 
priorities.

We recognize that there has Ix-en some undesired flow of strategic 
technology from other Western countries to Communist nations. 
These exceptions and leaks do compromise U.S. strategic leadtimes. 
Nevertheless, effective controls can only lie achieved if Western 
nations cooperate in enforcing common export restrictions.

The Coordinating Committee, of the Consultative Group of Nations, 
known as COCOM. is the only linkage among the United States and its 
allies that defines strategic products and technologies and restricts 
their export to Communist nations. COCOM must be maintained as a 
viable agreement.

EMPHASIS SHOULD RE ON ACTIVE TRANSFER MECHANISMS

We recommend then that U.S. export control activity should focus 
primary emphasis on control of the, active transfer mechanisms. The, 
recommended tradeoff is to devote less time scrutinizing product 
sales having .low strategic impact and to shorten drastically the com- 
modity list, for the sake of devoting more scrutiny to requests that 
would transfer vital design and manufacturing know-how and to 
critical products of direct military significance.

Control of product sales should emphasize performance capabili 
ties, what the product enables the user to do, rather than commercial 
specifications and end-use statements as at present.

Simplified criteria should be developed in order to expedite the 
majority of license requests. They could be applied quickly and, in 
some instances, could be applied to entire classes of cases.

The United States should pursue actions and decisions to strengthen 
the COCOM network of export controls.

ABSENCE OF ESTABLISHED CRITERIA FOR EVALTT ATINB TECHNOLOGY
TRANSFERS

The final task force finding was that the absence of established 
criteria for evaluating technology tnmsfei-s reinforces the cumber 
some case-by-case analysis of all export applications.

The. environment surrounding the flow of products and technology 
to Communist nations has changed dramatically since 1070.

Despite, these profound changes, the emphasis and approach of U.S. 
technology control has not noticeably changed. It continues to em 
phasize detailed analysis of every application and control of a vast 
list of products. There are no established criteria for evaluating 
technology transfers.
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This approach is cumbersome. It results in delays and ambiguities 
and fails to give guidance to firms interested in developing Commu 
nist markets. Policies for the control of strategic know-how should 
lx> developed in advance, of case-hy-case, requirements, so that U.S. 
objectives are, defined and broadly understood, by U.S. agencies, in 
dustrial firms, and the COCOM members.

The, initiative for the. development of policy objectives and strate 
gies for the protection of key strategic technologies lies with the 
Department of Defense. Knowledgeable individuals from both Gov 
ernment and the private sector could contribute to the development 
of this information on an ongoing basis.

Once, developed, it will serve as a basis for establishing policy 
objectives for controlling critical technological know-how and decon 
trolling noncritical products. Specific strategies should be defined, 
stating what may be accomplished over some time horizon.

Recommendations proceeding from our final finding are these:
The Department of Defense, should develop policy objectives and 

strategies for control of key high-technology fields. These, objectives 
should include sufficient information to identify key elements of the 
technology, including critical processes and key manufacturing equip 
ments.

Technology exchange opportunities should be identified by citing 
technologies in which the United States lags the, Communist world, 
so that subsequent claims of a quid pro quo exchange are not used as a 
means to circumvent the, control of a strategic, technology.

Policy objectives should be communicated broadly to interested 
U.S. agencies, private firms, and the COCOM nations, to obtain a wider 
base of cooperation in effecting controls.

Although not part of its charter, the task force felt the need to 
spell out the specific stops necessai-y to begin the. implementation of its 
recommendations. These are contained in tho report and summary 
submitted to you.

In addition, the, Department of Defense should make a compre 
hensive study of active mechanisms for transfering know-how that 
are beyond the normal scrutiny of export control administration. The 
Department of Defense should then make recommendations for moni 
toring and controlling them.

Such mechanisms include: Government-to-government scientific 
exchanges; the, use, of U.S. citizens as consultants for key know-how 
by Communist countries; the participation of U.S. citizens who are 
principals in firms established outside the United States and engaged 
in transferring embargoed technology and products to Communist 
countries: the training of citizens from Communist countries at the 
more significant laboratories of F.S. technical institutes and universi 
ties: and the review of the, criteria used for evaluating know-how 
transferred as part of weapons sales.

The task force urges the Government to take action to implement 
the recommendations contained in this report. Only in this way can 
we hope to protect the design and manufacturing know-how that are 
critical to America's military security and economic health.

We believe the adoption of the recommendations of the task 
force will yield three important benefits:

First: The United States will have, improved—that is, tighter— 
control over the diffusion of critical know-how.
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Second: There can be faster approval of the vast majority of ex 
port requests.

Third: There will be an increase in the exports of products from 
the United States to help us improve our balance of trade.

Thank you, Mr. Chairman.
[Mr. Bucy's prepared statement follows:]

PREPARED STATEMENT OF J. FEED BUCY, TEXAS INSTRUMENTS. INC.; CHAIRMAN, 
TASK FORCE ON EXPORT OF U.S. TECHNOLOGY, DEFENSE SCIENCE BOARD

HIGHLIGHTS OF THE FINAL REPORT ON EXPORT OF U.S. TECHNOLOGY

(As presented to the Defense Science Board on February 27, 1976)
The honor of presenting the final report of the Task Force on Export of U.S. 

Technology has fallen to me,1 as Task Force Chairman.
The report summarizes months of study by more than thirty-seven distin 

guished and experienced representatives of government and industry.'
The Task Force charter requested that we specify all technology areas in 

which maximum feasible protection is highly desirable. Such a comprehensive 
study was not pursued. Instead, four areas of high technology were selected in 
the expectations both of developing information on these crucial technologies 
and possibly of constructing models for the Department of Defense to use for the 
development of similar information for other technology sectors. Results of 
these studies are contained in the subcommittee reports which were submitted 
to the Defense Science Board in August, 1975. The Task Force believes studies 
of other technologies would not alter its basic findings and recommendations. 
They would help in Identifying those few technology products that should be 
controlled because of their critical military significance.

The mechanisms of transfer studied were limited to those encountered by 
industrial firms in transferring technology. The issues and implications of tech 
nology transfer occurring under the auspices of the U.S.-1'.S.S.R. Joint Commis 
sions were noted as areas of concern but were not studied.

The implications of technology transfer to Western allies and non-COMECON 3 
nations is considered only from the standpoint of potential re-transfer of 
strategic know-how through them to Communist nations. This is a narrower 
viewpoint than that defined in the Charter. Again, the principal issue was de 
termined to be Communist countries, and the Task Force focused almost ex 
clusively on them.

Also, the subject, of technology exchange, the "quid pro quo" type of agree 
ment, was noted by the subcommittees. But there appears to be so little poten 
tial for exchange in the four technology fields studied, that the subject was not 
pursued.

Tank Force Subcommittees.—Airframe, Aircraft Jet Engines, Instrumentation, 
and Solid-State Devices.

The four subcommittees were unanimous in emphasizing that control of de 
sign and manufacturing know-how is absolutely vital *o the maintenance of 
U.S. technological superiority. Compared to this, all other considerations are 
secondary.

Accordingly, the Task Force placed primary emphasis on design and manu 
facturing know-how, and control of mechanisms that transfer it to Communist 
countries. Technology contained in applied research or development may be of 
significance in selected areas, hut overall, it is design and manufacturing know- 
how that impacts n nation's capability.

The recommendations and their implications focus on the Department of De 
fense and its role in the control of U.S. export of technology. Defense does not 
have the primary responsibility for control of technology export. But the Task 
Force believes the initiative for developing policy objectives and strategies for 
controlling specific technologies is their responsibility.

In the long perspective, beyond the limitations of current laws, regulations, 
and practice, a new approach to controlling technology exports is overdue. This

» J. Fred Bury, Texmi Inntrume-nts Incorporated.
2 T»Hk Force and Suhoommltt«^ members are listed In the appendix on p. 22H. 
1 COMECON nations are listed In the appendix on p. 230.
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perspective should focus wholly on know-how, and not on end products of know- 
how—except for critical items of direct military significance.

Finding /.—Design and manufacturing know-how are the principal elements 
of strategic technology control.

Now let me discuss the findings and recommendations in some detail.
The subcommittees examined the entire technology spectrum from basic re 

search through maintenance of the finished product. They concurred that the 
transfer of design and manufacturing know-how is of overwhelming importance 
to our national security. It is mastery of design and manufacturing that in 
creases a nation's capability. And it is In this area that the United States . 
maintains its technological leadership.

Finding I Recommendationt.—Three categories of export should receive pri 
mary emphasis in control efforts:

Arrays of design and manufacturing information that include detailed "How 
To" Instructions.

"Keystone" manufacturing, inspection, or automatic test equipment.
Products accompanied by sophisticated information on operation, applica 

tion, or maintenance.
Three export categories transfer know-how most effectively, and therefore 

must lie given closest scrutiny :
The first category covers exports of arrays of design and manufacturing in 

formation plus significant teaching assistance. Such exports provide technical 
capability to design, optimize, and produce a broad spectrum of products in a 
technical field.

This is the highest and most effective level of technology transfer. It effects 
virtually total transfer of current U.S. practice in a relatively short time. 
Moreover, it provides a basis on which the receiving nation can build further 
advances in technology.

The second category covers exports of manufacturing equipment required to 
produce, inspect, or test strategically related products, with only the necessary 
"point design" information. In this category, none of the design and manufac 
turing background, rationale, or alternatives is transferred.

This export category provides incremental gains to a national capability, by 
improving existing manufacturing capabilities or supporting infrastructure.

"Keystone" equipment that completes a process line and allows it to be fully 
utilized is especially critical. The strategic significance of keystone equipment 
derives from its uniqueness, when compared to the other process and test 
equipment required to produce a strategic product. If it is the only unique equip 
ment required, and all the remaining equipment is general or multipurpose, 
then its significance is evident. In this regard, computer-controlled process, in- 
speclion, and test equipment is often "keystone" equipment. It provides not 
only the capability of high throughput and improved precision. It also provides 
great flexibility in fulfilling unique and multiproduct manufacturing require 
ments. Moreover, it provides a growth capability on which advanced new produc 
tion skills can be built.

The third category covers exports of products with technological know-how, 
supplied in the form of extensive operating information, application information, 
or sophisticated maintenance procedures.

Elements of design or manufacturing know-how are embodied in this type 
of information. It is often included in sales of such complex high-technology 
products as electronic computers and jet engines. However, this know-how is 
usually well l>ehind the state of the art, since it was new during the product's 
development and design-time period. The significance of older technology is dis 
cussed in a subsequent finding.

Each of the industries studied has a different "technology profile." The criti 
cal portion of jet engine technology lies in the design and development phase of 
a program's life. Fundamental jet-engine science and used know-how are largely 
in the public domain. On the other hand, the semiconductor industry emphasizes 
manufacturing know-how as uniquely central to their technology.

Yet among these diverse industries, ther? is unanimous agreement that the 
detail of how to do things is the essence of the technologies. This Ixxly of detail 
is hard earned and hard learned. It is not likely to be transferred inadvertently. 
But it can l>e taught and learned. It warrants close study and control.

Finding II.—The more active the transfer relationship, the more effective the 
tranifer mechanism.
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The many mechanisms for transferring technology may be arranged In a 
spectrum. At one end are the most active mechanisms, In which the donor ac 
tively transfers design and manufacturing know-how; for example, by establish 
ing a "turnkey" factory. At the other end are th3 most passive, in which the 
donor's objective does not include know-how transfer; for example, a trade 
exhibit.

"Active" relationships Involve frequent and specific communications between 
donor and receiver. These usually transfer proprietary or restricted information. 
They are directed toward a specific goal of Improving the technical capability 
of the receiving nation. Typically, this Is an iterative process: the receiver re 
quests specific information, applies it, develops new findings, and then requests 
further Information. This process is normally continued for several years, until 
the receiver demonstrates the desired capability.

Highly effective transfer mechanisms.—Turnkey factories; joint ventures; 
training in high-technology areas; licenses with extensive teaching: technical 
exchange with ongoing contact; and processing equipment, with know-how.

Of the seventeen mechanisms ranked independently by each of the subcom 
mittees, these six were ranked as highly effective.

The complete ranking confirms the subcommittees' findings thut effective 
technology transfer depends upon the active participation of the donor or 
ganization. The vernacular of each of these high-technology industries differs 
from the others. Yet each subcommittee, in its own language, reached the con 
clusion that "turnkey factories," "sale of manufacturing know-how," "licenses 
accompanied by major teaching," and other such active mechanisms are highly 
effective in transferring key technologies.

Effective transfer mechanisms.—Engineering documents and technical data; 
consulting; nnd licenses with know-how.

Ranking next in effectiveness are these mechanisms.
They are ranked less than highly effective chiefly because typically fewer 

people are Involved, for a shorter time, with less ongoing contact.
Less effective transfer mechanisms.—Proposals with documentation; process 

ing equipment, without know-how; and commercial visits.
Ranking lower in effectiveness are such "moderate-activity" mechanisms as 

documented proposals, nnd commercial visits. Although such exchanges do not 
convey comprehensive information, they may prove useful in filling specific gaps 
in the receiving country's technological knowledge. Donor companies must exer 
cise caution to prevent inadvertent transfer through such mechanisms.

Leant effective transfer mechanisms.—Licenses without know-how; sale of 
products without maintenance and operations data; proposals without documen 
tation ; commercial literature; and trade exhibits.

These mechanisms are ranked least effective. You will note that they are 
passive. "Passive" relationships, from the viewpoint of transferring know-how, 
imply the transfer of information or products that the donor tins already made 
widely available to the public. Passive mechanisms do little to transfer know- 
how. Commercial literature, trade shows, product snK'S, nnd tlie like rnrely com 
municate enough know-how to transfer the essence of the design and manufac 
turing know-how involved.

The subcommittees find that "reverse engineering" ot products, through en 
gineering analysis, is rarely an effective technique for di.v overing current de 
sign and manufacturing details. Therefore, the decision whether or not to ex 
port a finished product that is not design or manufacturing equipment, can be 
based solely on the capability conferred by that product's intrinsic utility. This 
characteristic should be the primary consideration, rather than the receiving 
country's statement of Intended end use.

Government-to-government scientific exchanges are fairly recent additions to 
the mechanisms for transfer of know-how. Although not ranked among the 
mechanisms, such exchanges obviously have the potential to transfer technology 
very actively. As such, these mochanisms need to be monitored most carefully. 

Finding II rcrnmr^endatinns.—Active-mechanisms demand tight control; 
product sales without extensive data transfer little know-how; companies must 
avoid inadvertent transfers; and government-to-government exchanges should 
be monitored.

By way of summary, the recommenations arising out of this finding are: 
First, the the more active mechanisms for transferring design nnd manufac 

turing know-how must IK- tightly controlled to prevent transfer of strategic 
capabilities.
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Second, product sales, without extensive operations and maintenance data, do 
not usually transfer current design and manufacturing know-how. Their export 
should be evaluated as to the capability conferred by the product's intrinsic 
utility. This is a more important criterion than the receiving country's end-use 
statement.

Third, companies with strategic technologies must exercise caution to avoid in 
advertent transfers of valuable know-how through visits and proposals.

And fourth, goverhmeut-to-government scientific exchanges should tie moni 
tored to ensure consistency with restrictions on export of strategic U.S. design 
and manufacturing know-how.

f'iti'ling ///.—To preserve strategic U.S. lead time, export should be denied 
if a technology represents a revolutionary advance to the receiving nation, but 
could be approved if it represents only an evolutionary advance.

The objective of applying export controls to strategic design and manufac 
turing know-how is to protect the lead time of the U.S. as compared to Comecon 
nations and the People's Republic of China. I.ead tmie should be determined by 
comparing the position of the United States in the technology, against both the 
receiving country's current manufacturing practice, and their velocity of advance 
in that technology. Such a determination should be made by individuals from 
both government and industry who are currently involved in the practice of the 
art, supplemented by the entire intelligence community.

TEACHING- 
PATH

TECHNOLOGY 
CAPABILITY

NC.MINAL GAIN PATH 

SLOW ADVANCE PATH

EXPERIENCE OR TIVE

The three typical "velocities of technology advance" are shown here.
"Teaching path" velocity is typical of a nation with adequate infrastructure 

and a reasonable technological base, enjoying the benefits of active transfer 
mechanisms through which they learn current design and manufacturing know-

"Nominal gain path" velocity Is typical of what a nation with adeqxiate in 
frastructure and a reasonable technology base, plus R&D support comparable 
to that of the United States can maintain without imported technology.

"Slow advance path" velocity Is typical of a nation with limited infrastruc 
ture. technology base, and R&D support, in the absence of active transfer 
mechanisms from highly developed countries.

RIVOLUIIONARY 
JUMP

TECHNOLOGY 
CAPABILITY

|nc rL'C
[Xl'tKltNQ OK TIME
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The velocity of advance In technology can be judged by evaluating recent 
progress to determine whether advances have been evolutionary or revolu 
tionary. Evolutionary advances are small incremental improvements that are 
made in the course of normal daily practice of the technology. Revolutionary 
advances, on the other hand, are the "quantum jumps" that are based on con 
ceptual departures from current practice.

As suggested by the figure, the overal! velocity of a technology is the summa 
tion of evolutionary and revolutionary advances. Each revolutionary advance 
jumps a nation's capability to a new higher level that may not have been at 
tained by evolutionary advances even after a number of years.

Technological lead time is extremely perishable. It dissipates quickly as the 
basic concepts and know-how become widely known and exploited. A "'lagging" 
country can narrow the gap even without benefit of active transfer mechanisms. 
This happens because the leading country must work its way up the incremental 
track without outside help, while the "lagging" country advances both by its own 
incremental efforts and by the general diffusion of technology.

Each revolutionary advance affords the nation that achieves it the opportunity 
to maximize lead time. A revolutionary gain is easier to protect from diffusion 
of technology. The initial number of practitioners is small. And the break 
through is consciously recognized as valuable and proprietary.

TECHNOLOGY 
CAPABILITY

increasing
EXPERIENCE OR TIME

When U.S. technology is compared to that of another nation, one of two pic 
tures typically emerges. Either both countries are on the same evolutionary 
track, or the United States lias made revolutionary gains and is on a higher 
track. The two situations demand different approaches to export control if lend 
time is to be maximized.

The application of controls demands continual compromise between: waiting 
until the strategic gap narrows to the point (B-C) where transfer is of minimal 
value to the receiving country; and the premature transfer of accumulated 
evolutionary technology so far advanced (A to B, or B to D) that it effectively 
produces a step advance similar to that of a revolutionary gain to the receiv 
ing country.

On the other hand, In the •ituatlon where the United States has a revolution 
ary gain, (B to E), then export controls should clearly deny any transfer of the 
key technical e'ements that made this step advance possible, in order to maxi 
mize strategic lend time.

U.S. companies engaged in intensively competitive industries have long recog 
nized the distinction between the short-term effectiveness of controlling the dis 
semination of know-how on an evolutionary track, and the longer effectiveness 
of protecting key elements of revolutionary gains.

Carefully chosen and applied export controls can aid in the maintenance and, 
at times, maximize the lead time of U.S. strategic technologies as compared to 
other nations. Rut equally important to the development of strategic lead time is 
a vigorous R&D activity that will create both evolutionary and revolutionary 
technological advances.

Finding ITT recommendation*.—Export policy must maximize lead time:
If receiver is on same evolutionary track, transfer may be considered.
If receiver would obtain revolutionary gain, transfer must be denied.
Vigorous R&D activity is crucial to maintaining strategic lead.
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Briefly, then, the Task Force recommends that export policy might permit 
transfer If the know-how represents merely an evolutionary gain to the receiv 
ing nation, but must deny any transfer that represents a revolution gain. And 
the Task Force reminds both industry and government that creating new tech 
nology is as important as protecting what we have.

Finding IV.—Current U.S. export control laws and the COCOM* agreement 
provide a continuing means of protecting the lead times of strategic technologies.

The principal means of controlling the transfer of strategically important 
know-how to Communist nations are summarized in the report. They are also 
ranked in order of decreasing effectiveness as reflected in the experience of 
individual subcommittee members.

Control mechanisms.—U.S. classified weapons system; U.S. export control 
regulations; company protection of proprietary know-)-ow; COCOM agreement; 
and export control: non-COMECON/non-COCOM nations

The U.S. Classified Weapons System is felt to be n very effective mechanism 
for controlling the technology embodied in the systems. The knowledge is 
limited to a small group of practitioners who are clearly identified and the 
movement of this technology is largely controlled by DoD.

U.S. Export Control Regulations are considered effective, hut in their adminis 
tration, the emphasis appears to be misdirected.

The number of items on the Commodity Control !<ist has been reduced over 
the past three years, but it is still too long. U.S. companies still encounter 
frustration in trying to obtain validated licenses for high-technology product 
shipments to Communist countries. Though it may lie more illusion than fact, 
industry's consensus is that the U.S. Government's processing of licenses is 
stricter and slower than that of our allies.

The Office of Export Control reports that they receive more than two hundred 
requests for validated licenses each day. Of special concern is that there does 
not appear to be any selective screening of the various classes of technology 
export. The administration of export control appears to place equal emphasis on 
all requests, whether for product sales or the more active mechanisms of know- 
how transfer. Since the significant transfers take place through active mecha 
nisms, it appears that present emphasis is inverse to the need. An inordinate 
amount of time is focused on passive mechanisms, leaving only limited time for 
attention to active mechanisms.

The Task Force members believe that a screening approach based on capa 
bility as contained in a product's intrinsic utility would provide simplified cri 
teria that could be applied rapidly to classes of license cases. This approach 
should also lend itself to the application of data processing for initial screening.

The Task Force suggests a pragmatic posture toward export controls—one 
which recognizes that the objective should be to limit the flov.' in key areas. It 
would maximize the benefit/cost ratio for the U.S. and its COCOM partners in 
the growing flow of high-technology trade with Communist countries.

The pragmatic posture suggested is to focus attention and administrative re 
sources on critical areas outlined in the report. The Task Force believes that 
most commercial product sales are not highly critical, and that those transac 
tions should he quickly approved by the controlling government agencies. Prod 
ucts of technology not directly of significance to the Department of Defense 
should be eliminated from control, to enable more effective control of significant 
items. That some undesirable technology flow would occur is acknowledged. 
But the Task Force believes that the overall effectiveness of our export controls 
would be greatly improved by such priorities.

The COCOM Agreement could be made an effective means of control. COCOM 
maintains a list of strategic products similar to the U.S. Control list, tinder the 
informal COCOM agreement, member nations follow similar control regulations 
that govern the export of strategic items to Communist countries.

In this decade, some COCOM members have perceived less need to maintain 
strict controls. At the same time, the opportunity for individual gain through the 
sale of technology to Communist countries has increased.

As a result, strategic technology has been transferred to Communist nations. 
These exceptions and leaks do compromise U.S. strategic lead times in certain 
technologies. Nevertheless, effective controls can only be achieved if Western 
nations cooperate in enforcing common export restrictions. COCOM is the only 
linkage among the U.S. and its allies that defines strategic technologies and

• "COCOM" member nations are Muted in the appendix on p. 230.
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restricts their export to Communist nations. COCOM must be maintained as 
a viable agreement.

Xon-COMKCO.\ nations present a difficult case. Many non-COMECOX nations 
arc building technology bases that make them potential pipelines for the transfer 
of high technology to Communist nations. Of particular concern is the acquisi 
tion of high-technology know-how liy nations of the Middle East. Also of con 
cern is the assimilation of know-how by nations of Western Kurope that nre 
not members of COCOM—principally Switzerland, Sweden, and Austria.

U.S. export control law applies to reexportation of strategic goods and tech 
nical data of U.S. origin to a third country by the receiving firm. Since receiving 
nati ins often consider the control of reexportation as involving them in the im 
plementation of U.S. policy objectives, the degree of enforcement is thought to 
be slight. Consequently, this is considered to be an ineffective deterrent except 
in large or highly visible cases.

The natural reluctance of U.S. companies to share proprietary know-how 
with competing U..S. companies is sometimes cited as an effective deterrent to 
sharing know-how with foreign industrial organizations. However, this mecha 
nism was found to be ineffective in three of the four industry segments studied 
by the subcommittees.

Kecent history shows a consistent pattern of some companies selling know-how 
that other companies in the sAme industry consider proprietary. These selling 
companies seem to be swayed by the allure of exclusive access to state-controlled 
markels, or large cash payments important in meeting the capital needs of the 
particular companies, or both.

Fiinliiii/ IV rci'tiiniiioiilHtiiiiin.—Focus export control emphasis on active 
mechanisms; control product sales on performance capabilities; develop criteria 
to handle cases methodically; release to non-COMKCOX/non-COCOM nations 
only what we would release to communist nations; strengthen COCOM export 
controls; impose sanctions on offending COCOM members.

These six recommendations arise from Finding IV :
U.S. export control activity should focus primary emphasis on control of the 

active transfer mechanisms. The recommended trade-off is to devote less scru 
tiny to product sales having low strategic impact, and to shorten drastically 
the COCOM list, for the sake of devoting thorough scrutiny to requests that 
would transfer vital design and manufacturing know-how, and to critical items 
of direct military significance. -

Control of product sales should emphasize performance capabilities—what 
the product enables the user to do—rather than commercial specifications and 
end-use statements as at present.

Simplified criteria should be developed in order to expedite the majority nf 
license requests. They could lie applied quickly, and in some instances could be 
applied to entire classes of cases.

The United States should release to nnii-COMKCOM/non-COCOM countries 
only the know-how we would be willing to transfer to Ciniiinuiiist countries di 
rectly. This rule should extend to such technology embodied in "capon Miles.

The United States should pursue actions and decisions to strengthen the 
COCOM network of export controls.

Key elements of technology that constitute revolutionary gains should not he 
released, except to certain COCOM nations. Any COCOM nation that allows such 
technology to be passed on to any Communist country should be prohibited from 
receiving further strategic know-how.

Fiinliny 1'.—"Deterrents" meant to discourage diversion of products to mili 
tary applications are not a meaningful control mechanism when applied to de 
sign and manufacturing know-how.

"Deterrents" as used in export control regulations are legal conditions under 
which the export of otherwise restricted or embargoed products or technology 
is permitted. However, such deterrents do not provide positive assurance 
against diversion.

End-usi statements are deterrents required by the U.S. and COCOM mem 
bers because many high-technology products have multiple applications. Tn 
such cases, neither the product's specifications nor its actual performance capa 
bility confines it to non-strategic use. rroduet sales .ire approved when the "in 
tended end-use" is clearly non-military. A better basis for such approval would 
be determination of the intrinsic utility of the equipment, rather than relying on 
a stated end use.
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Safeguard are deterrents that stem from provisions developed for the transfer 
of nuclear materials. To date, use of .such safeguards has been limited to com 
puters and inertial navigation equipment. Safeguards used thus far have been 
tailored to specific situations. In cases covering small- and medium-scale com 
puters, safeguards have amounted to no more than an occasional visit liy a 
seller's representative. In the case of large computers, on the other hand, pro- 

^visions have included requirements that the seller maintain oil-site personnel, 
and that detailed monthly accounting of machine utilization lie submitted.

(liven the great versatility of computers, it is clearly possible that commercial 
c«ir;.uters may be diverted to design or management purposes significant to 
the exploitation of advanced technology. Although safeguards may det^r such 
uses, detection of such diversions cannot be assured.

In all safeguard arrangements, the seller is responsible for reporting his 
purchaser's violations. This creates sufficient conflict of interest by the seller 
that it is considered unlikely that .such salt-guards are rigorously enforced.

Insofar as the focus of this Task Force is concerned, deterrents are not rele 
vant mechanisms for the control of design and manufacturing know-how. They 
do not protect the export of technology. The transfer of know-how is irre 
versible. Once released, it cannot be taken back, contained, or controlled.

Finding V rr< nmmcnilntinns.—"Deterrents' 1 should not lie used :
To control know-how.
To prevent diversion of manufacturing equipment.
To t'ont rol product use. unless enforcihle in practice.
When n high degree of certainty is required.
The following recommendations flow from this Finding :
Deterrents such as end-use statements and safeguards should not be used 

to control applications of design and manufacturing know-how.
Deterrents should not be relied upon to prevent manufacturing from being 

used for military purposes.
Deterrents attached to product sales may have some face value, but they 

should be supplemented by vehicles for enforcement against violations.
Deterrents should not be used when a high degree of certainty is required 

that diversions to military applications will not occur.
Finiling VI.—The absence of established criteria for evaluating technology 

transfers reinforces the cumbersome case-by-case analysis of all export 
applications.

The environment surrounding export controls regulating the flow of products 
and technology to Communist nations lias changed dramatically since 1!*70.

Despite these profound changes, the emphasis and approach of I'.S. tech 
nology export control has not noticeably changed. It continues to emphasize de 
tailed analysis of every application and control of a vast list of products. There 
are no established criteria for evaluating technology transfers. This approach is 
cumbersome. It results in delays and ambiguities, and fails to give guidance to 
firms interested in developing Communist markets. Policies for the control of 
strategic know-how should be developed in advance of case-by-case requirements, 
so that T.S. objectives are defined and broadly understood by V.S. agencies, in 
dustrial firms, and COCOM members.

The initiative for the development of policy objectives and strategies for the 
protection of key strategic technologies lies with the Department of Defense. 
Knowledgeable individuals from both government and the private sector should 
contribute to the development of this information on an ongoing basis. Once 
developed, it will serve as a basis for establishing policy objectives for control 
ling critical technological know-how and decontrolling non-critical products. 
Specific strategies should be defined, stating what may be accomplished over 
some time horizon.

In addition, the strategy should define the events that would lead to a decision 
to move to a fall-back position.

The policy objectives should also provide specific information that v 11 fa 
cilitate effective, imposition of control. For example, they should list key tech 
nologies and products, stressing control on the basis of the capabilities they 
confer, rather than on the basis of commercial specification. The shortened 
control list should list critical processes and key manufacturing equipments 
and specify the few critical products of direct military significance. And they 
should define "quid pro quo" opportunities (if any)—identifying technologies 
in which the U.S. lags other countries, especially the Communist world.
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Such policy objectives, if sufficiently specific, would provide clear enough 
guidelines that critical products remaining on the control list could be sorted 
into appropriate classifications. The lowest classification would require only 
quick assessment, but the highest classification would require thorough analysis. 
It is felt that the review process, if carefully defined, could consign the 
routine processing of many license requests to data processing techniques.

There would be a further result from clearly defining objectives for controlling 
technology transfers. It should improve the ability of the DoD to persuade other 
U.S. agencies and the COCOM nations to control the more significant tech 
nologies effectively. The improved response time, defined objectives, and the im 
plicit liberalism of this approach toward commercial East-West trade sliould 
prove an important asset in this connection.

The development of this information will require reallocating resources to 
export control by the DOD. The importance of protecting strategic technologies 
versus the resources required, is a trade-off that merits revaluation. The Task 
Force believes that the current resources are insufficient. However, after these 
initial studies have been developed and control emphasis has been shifted from 
case-hy-case analysis, to scrutiny of critical technology issues, tne ongoing re 
sources may lie comparable to the present level.

The report, includes charts that describe a general flow of information gather 
ing and the key decision points in the evaluation of a technology transfer case. 
They suggest how definitive policy objectives and strategies can be applied to 
develop timely and consistent recommendations.

Finding \ I rt'fomiHcniliiti'iiix.—DOD should develop high-technology policy 
objectives; objectives should identify critical processes and key equipment; 
technology exchange opportunities should be identified; policy objectives should 
be communicated broadly; advisory committees should recommend policy and 
strategy ; DOD should increase resources to implement these studies.

Recommendations proceeding from the sixth and final Finding are these:
The Department of Defense should develop policy objectives and strategies for 

the control of key high-technology fields.
These objectives sliould include sufficient information to identify key ele 

ments of the technology, including critical processes and key manufacturing 
equipments.

Technology exchange opportunities should lie identified by citing technologies 
in which the U.S. lags the Communist world, so that subsequent claims of a 
"quid pro quo" exchange are not used as a means to circumvent the control of 
a strategic technology.

1'olicy objectives should be communicated broadly to interested U.S. agencies, 
private firms, and COCOM nations, to obtain a wider base of cooperation in ef 
fecting controls.

Advisory committees consisting of individuals from government and private 
sectors should be used to recommend policy objectives and strategies, and to 
U]xi.ite them continuously.

The Department of Defense should reevaluate and reallocate the resources 
required to perform and implement these studies.

finplrntfntntidn.—The DOD should identify key know-how that, requires con 
trol ; develop objectives and strategies in conjunction with other agencies and 
industry; assign adequate resources; develop objectives quickly and communi 
cate them broadly; and prepare guidelines for private firms.

Although not part of its charter, the Task Force felt the need to spell out the 
specific steps necessary to begin implementing its recommendations. These 
steps also serve to summarize this "Highlights" report.

The Department of Defense should identify principal technologies that re 
quire export control.

The objectives and strategir* for controlling these technologies should be de 
veloped by knowledgeable individuals from government and private sectors. 
In addition, these study groups should identify critical elements) of know-how as 
defined in the report.

Adequate resources should be reallocated to interface with the groups de 
veloping this information, to provide a means for implementation of these ob 
jectives in assessing technology transfer cases.

These objectives and strategies should be developed as quickly as possible, and 
communicated to other U.S. agencies and COCOM member nations.

Specific guidelines for these technologies should be prepared and released to 
private firms.
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The Commerce Department should emphasize control of active transfer 
mechanisms; develop and apply screening list; develop and apply simplified 
criteria for product sales; set goals for fast response to license requests; and 
develop computer-aided screening.

The Commerce Department should emphasize the scrutiny and control of the 
more active mechanisms that transfer know-how.

A screening list as described in the report, to identify the active mechanisms 
quickly, should be developed and applied.

'Simplified criteria for evaluating product sales should be developed and ap 
plied to classes of products. It should emphasize intrinsic utility rather than 
commercial specifications and intended end use.

Aggressive goals should be established for the time required to respond to 
license requests. For example, 90% of all requests would be answered within 10 
days, and another 8% within two months. Studies should be undertaken to flnd 
solutions and alternates that would allow these goals to be realized.

Development of a "decision-tree" analysis that would lend itself to computer- 
aided screening of license application*, should be undertaken. Experienced con 
sultants in this field, or computer "Sterns specialists in the Commerce De 
partment, could he used to develop these methods.

The DOI) should study possible hazards involved in government-to-govern- 
ment scientific exchanges; U.S. citizens consulting in Communist countries; U.S. 
citizens in non-U.S. firms transferring technology to Communist countries; Com 
munist-country citizens studying high technology in United States; and present 
criteria applied t<> weapons sales.

The !)()!) should make a comprehensive study of active mechanisms for trans 
ferring technology that are beyond the normal scrutiny of export control 
administration. DOI) should then make recommendations for monitoring and con 
trolling them.

Such mechanisms include:
(}overnment-to-goveriinient scientific exchanges.
The use of U.S. citizens as consultants for key 'echnologies by Communist 

countries.
The participation of U.S. citizens as principals in firms established outside 

the United States and engaged in transferring embargoed technology and prod 
ucts to Communist nations.

The training of citizens from Communist countries at the more significant 
laboratories of U.S. technical institutes and universities.

And the review of the criteria used for evaluating know-how transferred as 
part of weapons sales.

The task force urges the government to take action to implement the rec 
ommendations contained in this report. Only in this way, can we hope to protect 
the design and manufacturing know-how that are critical to America's military 
security and economic health.
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Engine Group, General Electric Company.
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Division, General Motors Corporation.
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Poland, Romania, and the Soviet Union. By extension, the term is also used in 
this study to cover non-COMECON Communist nations; Yugoslavia, Albania, 
People's Republic of China, North Korea, North Vietnam, etc.

Mr. UiNGiiAM. Thank you very much, Mr. Bucy. 
Would you care to add anything at this point, Dr. Ancker- 

Johnson ?

STATEMENT OF HON. BETSY ANCKER-JOHNSON, ASSISTANT 
SECRETARY FOR SCIENCE AND TECHNOLOGY, DEPARTMENT OF 
COMMERCE
Dr. Betsy Aneker-Johnson was appointed Assistant Secretary for Science and 

Technology, U.S. Department of Commerce, in April, 1973.
Dr. Ancker-Johnson Is n solid-state and plasma physicist with experience as 

a research scientist and engineer, as an indust- ial and government executive, and 
as a university professor.

She received a B.A. degree in physics with high honors from Wellesley in 1949 
and a Ph.D. degree, mngnn cum laude, also in physics, from Tueningcn Univer 
sity, Germany, In 1JK53.

Dr. Ancker-Johnson's research career began in 19.13 at the Minerals Research 
Laboratory at the University of California in Berkeley and continued in the 
U&I) laboratories at Sylvania, RCA, and Boeing. Concurrently, slit- was a mem 
ber of the faculties of the I'niversit.v of California at Berkeley and the Univer 
sity of Washington. Before entering management at Hoeing, she produced over 
70 papers and several patents. Her executive positions included manager of ad 
vanced energy systems and supervisor of electronic sciences.

As Assistant Secretary of ( ommeree for Science and Technology, she serves 
as the chief advisor on science and technology for the Secretary of Commerce 
and she is responsible for the 7.IMH) employees and $-30 million budget of the 
Patent and Trademark Office, National Bureau of Standards, National Tech 
nical Information Service, Office of Telecommunications, Office of Environ 
mental Affairs, and the Office of Product Standards.

She is a member of the Federal Council on Science and Technology 41111! chairman 
of Its Committee on (lovernnient Patent Policy. She is chairman of the Commerce 
Technical Advisory Hoard as well. As a member of the Joint U.S./U.S.S.U. 
Commission on Science and Technology, she headed the U.S. group responsible 
for the Intellectual I'rojierty Agreement signed in Moscow in December, 1973. 
She also headed the U.S. Patent Management and Licensing Delegation under 
the U.S./U.S.S.K. Agreement on Kxchange. She is a member of both the Joint 
U.S../Japan and the Joint U.S./U.S.S.K. Commissions on Energy as well as the 
Hoard of Governors of the U.S./Israel Industrial U&I) Foundation.

Dr. An< ker-.Iohnson is married to Professor Harold H. Johnson.'They have 
four children and live in Iteston, Virginia.

Ms. ANCKEK-JOHNSON. No, sir; I am very happy to answer ques 
tions, hut I won'i offer a statement.

AMOUNT OF AGREEMENT BETWEEN GOVERNMENT AND INDUSTRY WITNESSES

Mr. Bi.MiiiAM. Thank you. I have just l>een looking at the list of 
your task force, Mr. Buoy. I notice, it was ahput evenly divided as 
iietween industry and Government representatives. In the testimony 
we have had here up to now. I think that we have had really quite 
a sharp contrast i>etween the testimony presented by industry repre 
sentatives and those, representing the Government, those from in 
dustry l>eirig generally quite critical of the, program's operation, 
delays, what appear to be absurdities like a denial of license to a 
product that had previously l>een approved to the same destination 
for the same end use, and so on. Those criticisms are generally re-
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jected by the Government representatives. They have emphasized the 
high percentage of cases that were rapidly approved and so on, that 
minimize the delays and the problems. The industry representatives 
have quite naturally concentrated on the delays and the problems.

My question to you is this—and I would like to sav I think your 
report is a most interesting one, and I think generally it coincides 
with the type of recommendations that we have heard from the in 
dustry representatives.

Was there a general agreement within your group or did you find 
a tendency to divide as l>etween industry and Government?

Mr. BT-TV. Well, I think there are two parts to the question. One, 
T think it is of interest to note the number of people that we did get 
to participate in this study. These committees were uninstructed, I 
would say. They were given the charter and told that this is the 
problem we want to solve, but they were not instructed as to how to 
fro about making the study. We did talk with them after we had 
heard what the four subcommittees thought were important criteria 
in the transfev of technology, and asked them to rank these criteria. 
We did have that kind of interchange between them and what I call 
the central group of the. task force, and I think that there was good 
agreement among the task force members.

There is always some industry member who would have a slightly 
different twist, or he wouldn't quite agree with the way something 
was being written, so a lot of time was spent, until agreement was 
reached as to the way things were worded.

I found the same thing on the central or the core, group. You can 
see the various members there, industry people and government 
people.

There was a great deal of interchange, there until, I think, there 
was finally pretty good agreement.

Now, I think that you can take a sentence out of context and you 
can get a different interpretation on that particular sentence from 
different members, but, keeping it in the context of the report, I 
think there was agreement.

Ms. ANCKER-JOHNSON. Mr. Chairman, if I may comment, on that, 
you heard from Mr. liucy the industry viewpoint. As a government 
executive, T think one, of the things that is so important about this 
report is that you would have, been unable—anyone would have been 
unable—to predict ahead of time that the report would come out the 
way it has.

There was certainly not unanimity as we went into the task force 
effort, and I think no one would have guessed that the kind of results 
would have, emerged which have. Indeed, I would call it a break 
through, because, the, recommendations of this report are so different 
from current practice, as to constitute a genuine breakthrough.

The fact that, the, results could not, have been predicted ahead of 
time and that, there is such agreement, among the task force members 
is impressive. There, is no minority report, as you noticed, and that 
is a fairly rare thing in the, circles of Washington, as you very well 
kno\*, sir. I think an idea of the potential impact of this report is 
seen by the facts that there was unanimity and that it could not have 
been predicted ahead of time that such a breakthrough would occur.
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OPERATION OF TASK FORCE SUBCOMMITTEES

Mr. BINGHAM. Knowing something of the wa;' groups of this kind 
operate, I am curious to know how these subcommittees and how your 
board operated in practice. Specifically, whom did you rely on for 
staff, to do the real spade work?

Mr. BCCY. I think that the persori doing the spade work varied 
with each subcommittee. It depended upon the interest of the indi 
vidual and the amount of time that was available, but generally this 
was done by both industry and government people—I don't think I 
could shade it one way or the, other. I think there was great coopera 
tion on both sides.

There were some areas where the industry had no competence, 
such as in the intelligence area, and in other areas where all the com 
petence, you might say, or almost all of it was in the, hands of in 
dustry, so they worked that side of the problem.

In the central or core group, I think assignments were handed out. 
The way that it worked was that if there was a particular area in 
which we felt one individual had more competence than another, he 
was asked to come back with more input. After each meeting 
though, one of the fellows who worked with me, Mr. Charley Phipps, 
who is right behind me and who was chairman of the solid state 
devices subcommittee, would write up what he thought everyone had 
said and agreed on.

This would be di :ributed to all members. At the next meeting, 
we would thrash out whether Charles got the sense of what everyone 
was trying to say for that particular part.

This report took a long time to get out, over 2 years, because of the 
recycling, the reiteration, and I think it took the dedication of a lot 
of people to have a meaningful report.

Now, as you can imagine, the biggest part of the problem was how 
to tackle the problem.

Mr. BINGHAM. T notice that on each subcommittee the last name is 
the representative of the Office of Defense Research and Engineering. 
Would it l>e fair to say that that person acted as a kind of staff 
assistant to the- —

Mr. BUOY. They were of a great deal of assistance, but they were 
in the sense of—you know, WP needed a room. We needed facilities. 
We needed this. We needed that. That does not mean that they did 
not contribute, but they are in no sense the, people who wrote the 
report. The report was written by the, industry members and the 
Government people were working with us to be sure that we didn't 
have any misconceptions.

MAINTAINING r.S. TKClINOUlGY/IXm'KTRIAl. LEAD

Mr. BINOHAM. T-iet me ask just a couple of quick questions of you, 
Mr. Parker. In your statement, on page 1, third paragraph, you say 
that among the results of a failure to maintain adequate control 
is that it would "unduly erode the I'.S. technology''"industrial base 
which is vital to national defense and economic health.''

Frankly, I don't follow your reasoning there. I follow it as to 
1 and 3, but I don't follow it as to 2.



234

Mr. PARKER. Well, sir; one of the key things that I believe this 
country has in terms of maintaining both its military and economic 
balance with the rest of the world is its technology and industrial 
base.

Mr. BINOIIAM. Yes, but how does transfer of that out erode it? 
It may erode an advantage that we have, but it doesn't erode it.

Mr. PARKER. No sir. It erodes the relative position. It really ad 
vances the other. I am sorry. The term, I think, properly defined is 
as you say.

RESPONSIBILITY FOR STRATEGIC TRADE CONTROLS

Mr. BINGHAM. In the middle of page 3, you say the primary re 
sponsibility for strategic trade controls are the- responsibility of 
State, Commerce, and Treasury. Was it unintentional to leave out 
Defense there?

Mr. PARKER. No, sir. I think—you know, these are the statutory 
responsibilities that exist. The Department, you know, has a respon 
sibility to pass on our advice to the State Department and to Com 
merce in cases that are appropriate. We do advise on the security 
matters.

Mr. BINOIIAM. Do you mean to say that Treasury, for example, has 
a greater degree of primary responsibility for this program than 
Defense?

Mr. PARK EH. No, sir.
Mr. BINOIIAM. I don't understand that.
Mr. PARKER. Not Treasury, but, in the case of the State Depart 

ment and the. Department of Commerce, they are the organizations 
that primarily handle the cases. As I say, this does not mean that 
we are not consulted or do not have a role. However, the primary 
responsibility, is as indicated.

IIIOIILY LEVERAGED TECHNOLOGIES

Mr. BINOIIAM. Down a little further on, you refer to highly lever 
aged technologies. What does that term mean? I am not familiar 
with the term.

Mr. PARKER. Highly leveraged technologies are those that give a 
particular advantage to a product. "Microprocessor" is a term which 
is—or is a product which '" currently kind of a revolutionary prod 
uct in our industry. It gi ;reat deal of capability in a very small 
size and cost which allov, you to do significantly different tasks 
than you could do lx>fore l>ecause of technological and cost constraints.

Mr. BINOIIAM. Is that another way of saying that you are talking 
alxHit a revolutionary change?

Mr. PARKER. Yes, sir. It is related to a revolutionary change. It is 
those tilings which tend to l>e revolutionary in the ability of a 
product.

Mr. Chairman. I might, if you would, go back to this role of the 
Department of Defense. We do have a veto role in this, so it is not 
insignificant, and,I didn't mean to leave the impression that we were 
a passive bystander in the process.

Mr. BINOIIAM. Mr. Bucy. where would the computers fit into your 
subcommittee structure?
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Mr. BUCY. OK. I think—and that is one thing that 1 skimmed over 
here. It is in the main report. Tt is my firm conviction that adding 
additional subgroups looking into other areas of technology such as 
computers would not have had an impact of any magnitude on our 
recommendations.

I think that what came out of this, the recommendations, would 
have been, I would say, practically identical. Now, we did start out 
with the intent of having a subcommittee on computers. The timing— 
when we started this, was unfortunate. There wen- several requests 
for computer exports pending at that time, and no one wanted to 
take that particular chair, so 1 filled it in an informal sense—and I 
am speaking now as an individual from industry and not the task 
force here. Texas Instruments builds the world's largest computer 
and we also build the world's smallest computer, so I think that I 
have some basis for saying that the recommendations that we have 
made here would fit right within what has been made.

ENFORCEMENT AMONG COCOM MEMBERS

Mr. BINGHAM. Iii your presentation, you haven't discussed much of 
the problem that was emphasized quite a bit by our industry witnesses, 
and that is the difference in policy and the difference in enforcement 
among the different COCOM members.

Mr, BUOY.'Yes.
Mr. BINQHAM.. Did you have recommendations with respect to 

that?
Mr. BUCY. I think—and this is opinion, because it is yet to be 

proven, obviously—that, if we can implement what is being recom 
mended here, it will help pull COCOM together. The report gives a 
clear guideline as td what the COCOM nations arc trying to accom 
plish, and it should shorten the list of the things that arc being em 
bargoed. Further, it puts us in a role, I think, of leadership, of 
cooperating with the people in trying to increase, trade rather than 
being a dog in a manger type of role, being in a reactive role of saying: 
"No, don't do that," every time they want to export things. I think the 
biggest danger to COCOM right now is that the members are going 
to go their individual ways because tilings are too restrictive, whereas, 
if we will focus on controlling the know-how and turn loose of the 
product, except in those very key items that are vital and have mili 
tary significance, it will pull the members together rather than drive 
them apart.

At present, I think there is danger of members drifting apart.

LEGISLATIVE CHANGES ?

Mr. BINGHAM. Do you feel that your recommendations can all be 
implemented administratively, or do you see any area in which a 
change in the law would be helpful ?

Mr. BUCY. Well, I anticipated you might.ask that question, so let 
me go back to what I think my answer should be. The Defense Sci 
ence Board strdy was primarily concerned with administrative 
changes which should make the present system of export control 
work better. They did not address legislative changes, so I have no 
recommendations on behalf of DSB.
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My own personal feeling is that the existing system of legislation 
and regulation is probably adequate if the DSB recommendations 
are adopted by the executive branch of our Government,

I believe that the Dpeartment of Commerce has done a good job, 
given t' 9 fact that clear guidelines such as those in oar report have 
not been promulgated. The Office of Export Administration has 
good people who can do the job if they are given clear policies to 
implement.

If Congress wants to emphasize the distinction between the export 
of technology products and the export of technology know-how, I 
think it might be helpful. You might, for example, consider directing 
a review of the present export control list with high priority given 
to removing items which do not transfer high technology know-how 
of strategic importance and adding those that design and process 
equipment which does.

That is my opinion.
Mr. BINOHAM. Thank you.
Dr. Ancker-Johnson.
Ms. ANCKER-JOHNSON. I think, Mr. Chairman, the laws which 

have been enacted in general give the President a great deal of 
authority and leeway in the field of export control, so that with per 
haps some very minor matters which we might return to you with 
after implementation plans have been worked out in the administra 
tion—except for some rather minor matters, I think that Congress 
has already given adequate authority to the President.

I quite agree with Mr. Bucy that either through a report of your 
own or some expression of your wishes, it would be very helpful if 
yon were to endorse this idea which I spoke of, the "breakthrough" 
that this report has brought, namely that what is really important to 
control i.s technology and know-how. We have been emphasizing far 
too much what isn t important, namely products.

If the Congress agrees with that, I think you would do a great 
service in encouraging the administration to drop the old system. 
I think we all know there is an awful lot of inertia in a big bureauc 
racy, and it will be difficult to make such a radical change, but I 
believe also with Mr. Bucy that this would greatly strengthen COCOM 
and greatly strengthen the possibility for compliance, which is now 
widely lacking.

You are perhaps aware of the fact that the Office of Export Ad 
ministration spends now about 99 percent of its time on products 
and only about 1 percent on technology per se, or technical data. It 
is a clear example, according to this task force report, of the empha 
sis l>eing on the wrong syllable.

IMPLEMENTATION OF TASK FORCE REPORT

Mr. BINOHAM. Mr. Parker, how long clo you anticipate it will be 
before the implementation of this task force report can be effected 
to the extent to which you will effect it?

Mr. PARKER. I think within the next couple of months, Mr. Chair 
man we can get a plan of attack established and identify the key 
activities that will occur. I believe it will take, you know, a year or so 
in order to——
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Mr. BINOHAM. Years?
Mr. PARKER. A year or so in order to get through all of the recom 

mendations that are going to come out of this. As you noticed, it has 
been a fairly long study, because it is a very complex problem. We 
have a very long history of our current system which is going to have 
to be examined. "We are going.to have to do a very careful job of 
examining and identifying these critical key technologies, and we 
also have to set up some sort of mechanism by which we will under 
stand this concept of where the other countries are in their technology 
and what their rate of advance is in technology, because a judgmental 
matter is going to be there, but I believe that within a couple of 
months we can report back to the Congress on the plan for imple 
mentation of these recommendations as the plan that we would 
intend to proceed with.

Mr. BINOHAM. Of course, in terms of any legislative change, we 
will be working on essentially the Export Administration Act in the 
coining weeks and the immediate months, so that we obviously won't 
be able to wait for implementation, at least full implementation, of 
the plan.

May I just say that I am very much impressed by what I have 
heard, and I think certainly it sounds extremely sensible to me and 
should go a long way toward meeting the problems that we have 
heard about.

I can see that it may be a lot easier to state the principles to be 
applied than to put them into practice.

Mr. BUOY, Mr. Chairman, so are the Ten Commandments.
[Laughter.]
Mr. BINGIIAM. Fair enough. Mr. Whalen?

IDENTIFYING STRATEGIC TECHNOLOGY

Mr. WHALEN. Thank you, Mr. Chairman. Let me follow up on 
that, observation. Dr. Ancker-Johnson. suppose, that our committee 
took your recommendation and we proposed to change the law by 
indicating that we should pay less attention to the transfer of prod 
ucts and make the criteria based on transfer of technology.

Could you write a speech for me for the House floor? How would 
I explain this to my colleagues? You know, we can feel and see 
products, but technology isn't quite that easy.

Ms. ANCKER-JOHNSON. Perhaps, Mr. Whalen, I could address my 
self to a current practice which may not be familiar to you that 
would give you some ideas about how technology control could be 
instituted.

In the. Patent and Trademark Office, one of my responsibilities; 
we exercise the following practice. Every application which is sub 
mitted to the Office first goes through a screening process for the 
purpose of culling out those applications which appear to have 
military or strategic or national security implications. Those appli 
cations are then shown in secret to the appropriate defense or se 
curity agencies, for them to decide which among that culled list 
should indeed have a secrecy order placed upon them and be, there 
fore, not granted a patent.

After those are selected, the inventors are informed that these 
inventions are to be disclosed to no one.
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Mr. WHALEN. Dr. Ancker-Johnson, aren't we talking here about a 
product, however ?

Ms. ANCKER-.JOHNRON. Not necessarily, because, as you are, I am 
sure, aware, Mr. Whalen, an application for a patent does not neces 
sarily describe something that has been reduced to practice. This is 
why I am mentioning the secrecy order process in HUH context, because 
this is a very early-pn way of identifying technology which indeed 
does have strategic importance, but is not yet well-known. Indeed, 
the technology is known to very, very few at the time the applica 
tion is made.

So I just suggest that it is possible to identify, by various means 
new technology of great importance that deserves to have its leadtime, 
as Mr. Bucy was saying, protected, as opposed to identifying products 
that really have no strategic importance.

REVOLUTIONARY AND EVOLUTIONARY TECHNOLOGY

Mr. WHALEN. You are talking not only, then, about technology— 
are you saying also that it is easy to identify revolutionary tech 
nology over the evolutionary technology?

Ms. ANCKER-.TOIINSON. Yes, sir. I could certainly make some ex 
amples of that for your proposed speech. For example,, if I were to 
hear today, tomorrow, or the next day about a method of transmis 
sion under water, which far exceeded our present very poor capa 
bilities, that I would see instantly as revolutionary.

Take something from the past. When advances were made in elec 
tronic vacuum tubes, to higher power, or to higher frequencies, those 
were, evolutionary in their implications, but. when the transistor was 
invented, which could do the things an electronic tube could but in 
a solid-stata device, that was clearly revolutionary. And we could pick 
out dozens of such examples.

It is, generally speaking, possible by those familiar with the art 
to determine, whether a particular piece of technology is indeed revo 
lutionary or simply evolutionary.

DETERMINING STATVS OF COMMUNIST COUNTRIES' 
TECHNOLOGICAL DEVELOPMENT

Mr. WHALEX. Aren't there two elements in the equation, however, 
the other one being the know-how, the technology, that exists in, let 
us say, the Eastern European bloc? How can we be sure that they 
don't have this?

Ms. ANCKKU-JOHNSON. You have raised a very important question, 
Mr. Whalen, something that has been inadequately cranked into our 
thinking in the administering of export controls, and the report 
clearly recommends that this is something we need to do. I believe 
to a large extent we have such information, but it has never been 
adequately collated.

It may exist in this or that agency in the government in pieces, 
but it has never been sufficiently pulled together to aid in the deciding 
of what technology is significant and should l>e kept at home and 
\yhat technology is really well-known, and so is ridiculous to con 
tinue to guard.

Mr. PARKER. Mr. Whalen, I might comment on that. Many of the 
deliberations in the Department of Defense on our heartburn issues
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and particular technologies or products do relate to that particular 
issue of where are the Soviets in this case in their technological de 
velopment, and we do attempt to assess, by virtue of looking at their 
products, their literature, and this sort of thing, but it is, you know, 
in very specialized cases.

I believe the point being made by the report is that we are going 
to need to do that on a broader scale and in a lot more organized way.

In this particular case now, we will focus on a specific request and 
say: "What is the technology there and what will this do for them?" 
Then answer the request for a license, but we will not necessarily 
implement across the board this assessment of technology, so I think 
it is really unorganized in our approach, and making that an inherent 
part of our consideration that it is important.

INDUSTRY COMPLAINTS

Mr. WHALEN. Mr. Chairman, I have another question or two. 
Maybe we can break then for the rollcall.

I^ast week T listed, as I recall, about five complaints which seemed 
to be the consensus of the business witnesses whom we heard : (1) They 
indicated that many items on the list were dated technology—in one 
instance. J think they cited something that went back '-W years; ('2) 
the list includes technology which lias no real security relevance; (3) 
there is a significant delay in the processing of applications; (4) there 
is failure to consult adequately with business; and (5) other ('O(X)M 
nations fail to enforce restrictions.

It would seem to me, in reading your statement, Mr. Bucy, and 
your report, that many of these complaints have been verified by 
your findings. Is that a fair statement?

Mr. Bt;cY. I think that is correct.
Mr. WHALEN. On the last one, I think——
Mr. BUCY. I think the 30-year one is probably extreme. I would be 

interested in that.
POLICING OF COCOM

Mr. WHALKX. Yes, unusual. The witnesses also seemed to think that 
perhaps the key to the whole problem was the last point that I 
mentioned, the failure of COC'OM nations to enforce restrictions.

You have pointed this out on pages 1!> and 20. 1 was interested in 
your recommendation on the top of page 2C—and I quote:

The United States should impose a sanction upon any COC'OM country who 
fails to control specific technology by restricting the flow of know-how in that 
technology to the offending country.

Aren't you biting off a lot here? Isn't this another example of 
something easier said than done*

Mr. BUOY. Well, it is certainly easier said than done. I do not 
think it is impossible. I do think we have had clear cases where the 
COCOM relationship was just tossed completely out the window, and 
did nothing about it whatsoever, so they feel that they can act without 
any fear of retribution of any sort, and 1 don't think that things 
should remain in that condition.

Mr. WHALEN. Of course, here again we are dealing with the 
private sector, the economies both here and with our COCOM 
partners.

Mr. BITCY. That is right. That is correct.
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Ms. ANCKER-JOHNSON. Actually, if the recommendations of the 
report are carried out, I agree with Mr. Bucy and my fellow members 
of the task force that COCOM is much more apt to be strengthened 
than weakened because it will be in everyone's self-interest to cut 
down the paperwork and constraints in-olved in the approach we are 
currently using that says: "Look at products." If we are looking 
rather at the goose that lays those golden eggs, that is, if we are 
trying to protect know-how, we will be acting in all of COCOM's 
interest. It is certainly in everyone's economic interest to have less 
constraint on trade of products.

So I think that innately the recommendations of the task force 
are going to be acceptable to the rest of OOCOM and possibly even 
something they would embrace enthusiastically.

Mr. WHALE.V. Have any representatives of our COCOM colleagues 
teen contacted about this, about the contents of the report,?

Ms. ANCKER-JOIINSOX. That is a matter for our Stite Department 
to handle, and I think you haven't anyone here today to answer that 
question, but they certainly can, of course.

Mr. BINOHAM. I would like to ask a few more questions, if you 
don't mind remaining. We will recess for a few minutes.

[A short recess was taken.]

EFFECTS OF TASK FOHCK REPORT OX EAST-WEST TRADE

Mr. BINOHAM. The subcommittee will resume its session. Broadly 
speaking, would you say that the recommendations of the task force, 
if carried out, will result in more or less trade, with Eastern Europe?

Mr. BUCY. I think, for the product, it will increase it. For tech 
nology, obviously, the sale of know-how—it will reduce it substan 
tially. I cannot quantify that, but 1 am sure that that would be the 
direction that it would go.

Mr. BINGIIAM. Do you mean that—go ahead.
Ms. ANCKER-JOHNSON. I would like to add to that. I think there 

would be more product sales and less transfer of advanced technology. 
Since products account for much more in terms of sales than does 
technology, our balance of trade would benefit. Our current sales (1975 
estimate) of technology abroad amount to $2.7 billion, whereas our 
product sales amounted to $107 billion in 1976. If less technology 
were transferred and controls on products were loosened, our prod 
uct sales would be greater, I think.

So we stand to gain economic benefit of considerable magnitude \y 
giving the opportunity for more sales of products, because much 
more in terms of economic gain is thus to be obtained.

Mr. BINOHAM. But you do visualize that in the area of technology 
as such there would be a tightening of applications which might pre 
viously hp.ve been granted under your recommendations?

NEW GROUND RULES

Ms. ANCKER-JOHNSON. No, sir, I wouldn't, say that. I would not 
say that applications which previously had l>een granted would not 
be. But we would have different ground rules than we do now.

For example, one of the ground rules currently is that any infor 
mation which has l>een published can be exported under a general 
license without any reference to Department of Commerce controls.
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Now, clearly, if I have in mind that I absolutely want to sell some 
thing by \vay of know-how, I can publish it in some way. 1 could 
publish it in one library and not the MIT Library, for example, 
some local library where I could assume hardly anyone would find it, 
and that would cover me. It would be legal then to sell that tech 
nology abroad. I can do that under today s law.

We would propose, Mr. Chairman, a quite different arrangement 
regarding the circumstances under which technology could be ex 
ported in order to avoid the dissipation of the revolutionary, the 
design, and the manufacturing know-how technology.

Mr. BINGHAM. Could you spell that out?
Ms. AxcKER-JoTiNSON. Well, for example, I mentioned how we 

currently identify in the Patent Office inventions that are of strategic 
importance. I am now only speculating. I am not trying to second- 
guess what we might come up with in the study on how to implement 
the task force recommendations, but there are ways beyond the one 
I just mentioned which we are currently using for identifying tech 
nology that is of a revolutionary character.

We could for example, have companies identified as producing 
revolutionary technology register, and, when they wish to enter into 
technological agreements abroad, have that fact brought to the Office 
of Export Administration. This Office would review it according to 
guidelines that would have to be developed as recommended in the 
report.

I don't view this as an impossible task at all. I do view it as one 
that has to be very carefully worked out.

Mr. Brcv. Mr. Chairman. I would like to make one request. This 
is an area where there are a lot of fuzzy discussions and thinking. 
When you speak of technology, I really think you have to concen 
trate on the distinction between the products of technology and know- 
how. Otherwise, I lie discussion gets very obscure. Generally, when 
people speak of technology, they include everything from basic re 
search all the way through to the end product.

FRKEDOM OF SCIKNTIFIC EXCHANGE

Mr. BINOIIAM. I think you have made that distinction very clear, 
Mr. Bucy, and I believe I understand it. Is there a problem in the 
kind of thing that you were just talking about, Dr. Ancker-Johnson? 
Is there a problem of impairing the traditional freedom of scientific 
exchange ?

Ms. AxcKKR-Joiixsox. No, sir. I don't think so. We, in our task 
force, in no way recommended anything that would inhibit the ex 
change of knowledge, scientific knowledge, as we do exchange it 
today. I am a very firm believer in that system and would support 
it absolutely to the. hilt. We are addressing here that kind of knowl 
edge, that know-how, which is very applied, namely for products or 
processes.

All of the current scientific exchange that we have, international 
conferences, the publication of papers in scientific journals, would 
continue precisely as it has, unabated. We are only focusing in on 
that kind of know-how—and I use that term as Mr. Bucy has
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just suggested—that kind of know-how which 'asues in design and 
manufacturing.

INTERNAL CONTROL MECHANISM

Mr. BINOIIAM. Do you have to have some kind of internal control 
mechanism to enforce that?

Ms. AxcKER-Jr/TNSON. Yes, sir. The Office of Export Administra 
tion would have to have guidelines to determine: Is this evolutionary 
technology and, therefore—or perhaps I misunderstood you.

Mr. BINOIIAM. I think you did. I meant internal within the country, 
within the United States.

Ms. ANCKF.R-JOIINSOX. I am afraid I still don't quite understand.
Mr. BINGIIAM. Well, it seems to me that you might have a problem, 

let us say, of effectively—of having leaks of the know-how that would 
come not directly from the company that is, let us say, making the 
application, hut that might move from that company to another 
American company. I am not sure if that is a problem.

Ms. ANCKKR-.TOIIXSOX. Perhaps that is an area, Mr. Chairman, 
where legislation would be required. It might be necessary for Con- 
press to impose sanctions which would empower the Department of 
Commerce to prosecute in order to enforce compliance, hut I do not 
think that that is any more, difficult than is the policing, if you like, 
of export control when the emphasis is on products rather than on 
know-how itself.

It appears somewhat more difficult because, clearly, technology or 
know-how can be transmitted even in conversation, and that appears 
to lie a lot harder to police and to observe than is the transfer of a 
black box of some sort.

However, you know, black boxes can be well hidden, so both prod 
uct and know-how transfers pose problems. However, I don't think 
either one is insurmountable.

IMPLEMENTING THE NEW PROPOSALS

Mr. BIXGIIAM. Will there possibly be a problem in implementing 
these, proposals in the degree of specialized knowledge required of 
those administering the controls? Your task force, and your commit 
tees hr.ve all had a degree of technical knowledge which may not be 
available to those who will be charged with the administration of 
the control program.

Do yovi see this as a problem or will there perhaps be a transfer of 
responsibility from one type of specialist to another?

Ms. ANTHER-JOHNSON. I don't see it as a problem, Mr. Chairman, 
in that. I feel certain that those who currently administer the export 
controls in the Department of Commerce can either gain the tech 
nical knowledge necessary through a learning process or perhaps 
there would he some acquiring of technical people, but fundamentally 
that is the sort of administrative problem that I think can be easily 
handled.

Mr. PARKER. Mr. Chairman, I might comment from the Defense 
point of view. We do have a large number of various specialized 
people in these areas of technology, both in the services and in the 
OSD, and these people are drawn upon at this time to look at the



243

technologies ami/or the products. Because we have been looking at 
the military implications of the products and the technology em 
bodied in them. I think, from our point of view, that we are going 
to have to increase our focus on "know-how" j resources are available 
as a normal part of our managing of a fairly large research and 
development budget in the Department of Defense.

Mr. BINGHAM. Well, I want to thank you all for your time and 
thought, and again my compliments on the work of the task force.

The subcommittee stands adjourned.
[Whereupon, at 3:50 p.m., the subcommittee adjourned, subject to 

the call of the Chair.]





APPENDIX

LETTERS FROM IIox. JONATHAN B. BINGHAM TO THE DEPARTMENTS 
OF STATE, COMMERCE, AND DEFENSE, INVITING TESTIMONY FROM 
EACH FOR THE MARCH 15,197G SUBCOMMITTEE HEARING

Iloi'BK OF KEPRKSKXTAT'\KH.
COMMITTKK ON IXTKUNATIOXAI. RELATIONS.

Wnyliitigtmi. !).('.. Fcbrnurii 10. WTIi. 
lion. HKXBY A. KISSING™, 
Neri'ctnrii rtf Mute, 
Department of State, Washington, D.C.

]>KAK Mil. SKCKETAUY : The Subcommittee on International Trade and Com 
merce will begin hearings in March reviewing the process of export licensing 
of advanced technology under the national security control provisions of the 
Export Administration Act and related statutes. These hearings will preface 
anil supplement later hearings and legislative action contemplated by the full 
Intel-national Relations Committee in conjunction with the proposed extension 
of the Kxport Administration Act.

The Subcommittee hereby invites and requests appearance by you or a respon 
sible State Department official on March 16, 1976, 2:00 p.m. Room 2255 Ray- 
hi rn House Office ISnilding to testify regarding your Department's role in the 
export licensing process. The Subcommittee is also inviting representatives of 
the Departments of Commerce am! Defense for similar testimony. The purpose 
of this review is to establish a detailed record of the goals, procedures, and 
efforts of the export licensing mechanism particularly as it applies to "non- 
market economy" countries, but also to "free-world" countries. The Subcom 
mittee is especially interested in identifying any problems that may exist in 
this important process, their causes and possible remedies.

With this in mind, the Department is urged to provide the Subcommittee with 
relevant data and views. The Department, of course, should feel free to com 
ment in its statement on any aspect of this subject it regards as significant, 
but we would hope that the Department could go into particular detail regard 
ing T'aited States participation in COCOM. For example, the statement might 
address the following:

1. Lci/nl liaxiti. Reference is made to my letter dated February 2. 197(1, to 
Mr. Robert. B. Wright, Director of the Office of East-West Trade, regarding the 
legal basis of COCOM and of American obligations thereto. The Subcommittee 
will exj>ect such legal documentation to he included in the Department's testi 
mony if it is not submitted separately beforehand.

2. Iti'dximi-nifi-kinff. Describe in detail how the decisions are made regarding 
which items will appear on the COCOM list, and regarding requests for excep 
tions to the list. What criteria are used? How were these criteria developed? 
How does the Department, in its participation in COCOM, assure that adequate 
consideration is given to technological and commercial considerations, in addi 
tion to diplomatic considerations?

3. Data. How many items remain on the COCOM list, and how does this 
compare with previous lists? What is the volume of exception requests, by coun 
try? Why does the United States request more exceptions than the other 
COCOM members? How many of the time required to process export license ap 
plications is taken up by the COCOM procedure?

4. Rationale, Whfit would happen if there were were no COCOM? Why is it 
necessary to have two separate diplomatic processes—one to create and main 
tain the list, and one to gain exceptions to it? Why Is it not possible to shorten 
the list and then stick to it? Is the provision in the Battle Act for cutting off aid 
to countries which violate the COCOM list obsolete?

(245) 
71-V'T-
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5. Protection of U.S. commercial interests. Considering that all decisions for 
exceptions to the C'OCOM list must lie unanimous, how do we protect ourselves 
from efforts by our competitors to use their veto power to prevent us from ex 
ploiting our technological superiority?

(>. Problem*. What are some problems occasioned by American participation 
in roOOM which the Department wishes to bring to the Subcommittee's at 
tention? What recommendations does the Department have for changes in 
COCOM and the United States relation to it?

The Subcommittee would benefit as well from the Department's comments 
on (a) its participntion in the various interdepartmental coordinating com 
mittees involved in the high technology export licensing process, the functioning 
of these committees, and problems involved in their operation; and (b) any 
other problems the Department has in carrying out its export control respon 
sibilities in the high technology area, steps being taken to resolve those prob 
lems, and legislative recommendations.

In view of the rather technical nature of this matter, the Subcommittee will 
be particularly strict in adhering to its requirement that fifty (50) copies of 
your statement be received no less than 48 hours prior to the hearing so that 
Members and staff will have adequate opportunity to study it. The Subcom 
mittee staff may be reached at 225-3246 to work out any problems you may 
encounter or details you may require.

The Subcommittee looks forward to your prompt designation of a witness, 
and to entering into a constructive dialogue with the Department on these issues. 

Sincerely.
JONATHAN 1!. BINC.IIAM, 

Chairman, Subcommittee on International Trade and Commerce.

HOUSE OK REPRESENTATIVES, 
COMMITTEE ON INTERNATIONAL RELATIONS,

WasJnnaton, D.C., February 10. /97C. 
Hon. ELLIOT I,. RICHARDSON, 
Secretary of Commerce, 
Department of Commerce, Washington, D.C.

DEAR MB. SECRETARY : The Subcommittee on International Trade and Com 
merce will begin hearings in March reviewing the process of export licensing 
of advanced technology under the national security control provisions of the 
Export Administration Act and related statutes. These hearings will preface and 
supplement later hearings and legislative action contemplated by the full In 
ternational Relations Committee in conjunction with the proposed extension of 
the Export Administration Act.

The Subcommittee hereby invites and requests appearance by you or a re 
sponsible Commerce Department official on March 16, 2:00 p.m., Room 2255 Ray- 
burn House Office Building to testify regarding your Department's role in the 
export licensing process. The Subcommittee is also inviting representatives of 
the Departments of State and Defense for similar testimony. The purpose of 
this review is to establish a detailed record of the goals, procedures, and ef 
fects of the export licensing mechanism particularly as it applies to "non-market 
economy" countries, but nlso to "free-world'' countries. The Subcommittee is 
especially interested in identifying any problems that may exist in this im 
portant process, their ciiuses and possible remedies.

With this in mind, the Department is urged to provide the Subcommittee with 
relevant data and views. The Department, of course, should feel frre to com 
ment in its statement on any aspect of this subject it regards as significant. The 
statement might address, for example, the following aspects which are central 
to the Subcommittee's interests:

1. Description nf the licensing proceis. Describe In detail all the stages 
through which an application for a license for a high technology Item might 
go from its receipt by the Office of Export Administration to the final decision, 
including the considerations which determine whether a decision is reacned at 
any one stage 'or the application moves on to a higher stage. Include as well 
a description of the appeals process for rejections. A flow chart depicting the 
process and showing all the agencies Involved would be helpful.

2. f>ata on the disposition of applications, including, for example, the follow 
ing: (n) high technology applications received per year, in absolute terms and
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as n percentage of total applications received; (b) numbers or percentages 
approved and rejected, both in total and at each stage of the process; (c) time 
required for licensing decisions to be reached; (d) ratio of applications re 
ceived to applications decided, by year; (e) trends In the backlog of applica 
tions' awaiting decision; (f) areas of technology or product lines which are 
particularly troublesome or difficult In reaching licensing decisions.

3. Details on the Department's interactions with the various interdepart 
mental coordinating committees and advisory groups Involved In the high tech 
nology licensing process, the functioning of these groups, and problem-; in 
volved in their operation. Go into particular detail regarding:

(a) the Department's interaction with tlie Department of Defense pursuant 
to Section 4(h) of the Export Administration Act. How is it iH—idfd which 
applications are submitted to Defense for approval? What pcrceniage an 1 so 
submitted, what percentage of (hose approved and rejected, and how IIPMH do 
those decisions take?

(b) the role and impact of the Technical Advisory Commltees.
4. The criteria employed in making licensing decisions. nn:l how these criteria 

were developed, including: (a) how tradeoffs are made among national security, 
foreign policy and economic considerations; and (li) how estimates are i.i.ide 
of the potential impact of technology transfer on the military capability of 
other countries.

5. The effrct.i of the emit mix. Have the controls had the effect of sustaining 
n technology gap between the United States and other countries? If so, has 
the maintenance of technology gap had the effect of limiting the military capa 
bilities of our adversaries?

6. Problems. AVhat problems does the Department have In carrying out Its 
export control responsibilities in the high technology area? What steps arc 
anticipated or being taken to resolve these problems, particularly in view of 
the Department's recent high-level review of the process? Does the Department 
wish to make any legislative recommendations to the Subcommittee for subse 
quent consideration by-the full Committee? What budgetary resources dues 
the Department anticipate will be necessary to carry out its export control 
responsibilities?

In view of the rather technical nature of this matter, the Subcommittee will 
be particularly strict In adhering to Its requirement that fifty (50) copies of 
your statement be received no less than 4S hours prior to the hearing so that 
Members and staff will have adequate opportunity to study it. The Subcom 
mittee staff may be readied at 225-3246 to work out any problems you may 
encounter or details you may require.

The Subcommittee looks forward to your prompt designation of witness, and 
to entering into a constructive dialogue with the Department on these Issues. 

Sincerely,
JONATHAN R. HINCHAM. 

Chairman, Sntrammittee on International Trade ant Commerce.

HOUSE OF HEPRESENTATIVKS, 
COMMITTEE ON INTERNATIONAL REI.ATIO.NS,

WashiHglm!, /).('.. Fflirutirii til, Ift'i:. 
Hon. DONALD H. RHMSFELD. 
Secretary of Defense, The Pentagon, 
Washington, D.C.

DEAU MR. SECRETARY: The Subcommittee on International Trade and Com 
merce will begin hearings In March reviewing the process of export licensing of 
advanced technology under the national security control provisions of the Bz- 
port Administration Act and related statutes. These hearings will preface and 
supplement later hearings and legislative action contemplated by the full Inter 
national Relations Committee In conjunction with the proposed extension of 
the Export Administration Act.

The Sulicommlttee hereby invites and requests appearance by you or a re 
sponsible Defense Department official on March 16, 1976, 2:00 p.m. Room 2265 
Raylmrn House Office Building to testify regarding your Department's role In 
t!ie export licensing process. Tlie Subcommittee is also inviting representatives 
of the Departments of Commerce and State for similar testimony. The purpose 
of this review is to establish a detailed record of the goals, procedures, and
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effects nf tlit' export lief-using mechanism partic-ulurly sis it applies to "11011- 
nmrki't economy" countries, but: also to "free-world" countries. The Subcom- 
mlttee is especially interested in identifying any problems that may exist in 
this important process, their causes and possible remedies.

With this in mind, the Department is urged to provide the Subcommittee with 
relevant data and views. The Department, of course, should feel free to com 
ment in its statement on any aspect of this subject it regards as significant. The 
statement might address, for example, the following aspects which are central 
to tlii- Subcommittee's Interests.

1. Detail regarding the Department's participation in export licensing de 
cisions pursuant to Section 4(h) of the Export Administration Act. How is It 
decided which applications are submitted to the Department for approval? How 
niiiuy arc so submitted? What percentage of those are recommended for ap 
proval, and what percentage for rejection? How long does the Department 
take to process these submissions? What problems has the Department en 
countered in carrying out its responsibilities in this area, what steps are being 
taken to resolve those problems, and what legislative recommendations, if any, 
does t!ie Department wish to submit to the Subcommittee fov the subsequent 
consideration of the full Committee?

2. The criteria employed by the Department in making licensing recommenda 
tions, and how those criteria were developed. Considering that any export will 
strengthen the recipient, and that most products have both military and civilian 
uses, how is it decided whether or not an export will significantly increase a 
couniry's military capability? How are estimates made of the potential impact 
of technolog) transfer on a country's military capability?

3. Tlie effects of the controls. Have the controls had the effect of sustaining 
» technology gap between the T'nited States and other countries? If so has the 
maintenance of a technology gap had the effect of limiting the military capa 
bilities of our adversaries?

i. Detail regarding the Department's participation In the various Interde 
partmental coordinating committees involved in the high technology licensing 
process, the functioning of these committees, and problems Involved In their 
operation.

.'i. Any oilier problems involved in carrying out its export control responsi 
bilities in the high technology area which the Department wishes to bring to the 
Sul."nn inii I lee's at Icntii ni.

.11 view of the rather technical nature of this matter, the Subcommittee will 
be particularly strict in adhering to its requirement that fifty (r>0| copies of 
your statement be received no less than 4S hours prior to the hearing so that 
Members and staff will have adequate opportunity to study it. The Subcom 
mittee staff may be reached at ±i.">-31M<> to work out any problems you may 
eiinmuter or details yon may require.

The Subcommittee looks forward to your prompt designation of a witness. 
and to entering into a constructive dialogue with the Department -»\ these 
issues.

Sincerely,
JONATHAN H. I!INI;IIAM. 

('hairman, Subcommittee, on International Trnilf und Cnmmcrrr.



LETTER TO VICTOR C. JOHNSON, RESEARCH ASSISTANT, STJBCOMMITTEE
OX IXTKKXATIOXAL TRADE AM) CoMMKRCK, FROM PAUL ClIKRECwlCH,
JR., THE FUXBORO Co.

THE FOXBOKO COMPANY, 
Foxboro, Mass., April 26, 1976. 

Mr. VICTOR JOHNSON,
KiilicoHiiiiitti'e an International Tmilc tnnl Coini'K'i'cc, House of Rci cntativcs, 

\Viixliinytnii, !).<'.
PEAK Mis. JOHNSON: Your recent appearance before the SAMA Government 

Affairs Committee was very much appreciated. Your insights regarding the Ex 
port Administration Act were most helpful.

It was inferred during our meeting that the !M) day notices did net specify 
the point at which an application was delayed, nor why it was being delayed. 
As the enclosed letter shows, that inference was not entirely accurate since 
Koxboio is told, in the enclosed letter, that the application is being processed 
by the Department of Defense. Foxboro is not. however, told whether or not 
there is a problem with its application, nor is Foxhoro told how it can convey 
to the Department of Defense, or COCOM, information as to the commercial 
impact of any processing delays. Perhaps the new Export Administration Act 
could address these problems.

Another problem fnced by exporters is the need to iile repetitive applications 
for the export of the same products to a count.y. The Distribution and Service 
Supply license procedure is adequate if an exporter has facilities (either his 
own or under contract) in another country, but if n->t repetitive license appli 
cations are required. Perhaps the new Export Administration Act. could call 
for a "blanket" licensing procedure that did not require an exporter to have 
facilities in the foreign country to which product shipments are made.

A third area of concern is the tendency to treat all digital-bused technology 
as "computers". There are many products with limited, or negligible war-making 
potential that are nonetheless controlled for export purposes because .such 
products incorporate digital technology. Pertiaps the new Export Administra 
tion Act could call for the removal of products from the controlled commodity 
list whenever it can be shown that the digital portion of a product is not use- 
able other than in conjunction with the product.

We will be pleased to assist you in developing further information on the 
problems of exports under the Export Administration Act. Please do not hesi 
tate to call upon us. 

Sincerely,
PAUL CHERECWICII, Jr.,

Treasurer's Staff.
Enclosure.

F.S. DEPARTMENT OF COMMERCE, 
DOMESTIC AND INTERNATIONAL HVSINESS ADMINISTRATION,

Washington, D.C., September 18,1975. 
FOXBORO Co., 
S8 \eponset .4 tie. 
Foxlinro, Mass.

GENTLEMEN : This is to advise you that the Office of Export Administration 
has not been able to process the license application cited above within the 00 
days specified by section 4(G) of the Export Administration Act of 1969, as 
amended. The circumstances requiring additional time, and an estimate of 
when the licensing decision will be made, are indicated below :

As required by the 1074 amendments to the Export Administration Act (Sec 
tion 4(h)), your case is now under review by the Department of Defense to 
determine whether the export would significantly increase the military capn-

(2-19)



250

bility of the country of destination. If, following this review, it is considered 
that approval is the appropriate action, we must seek the concurrence of the 
other countries that participate in the international strategic control organiza 
tion (COCOM). Unless unforeseen circumstances arise, we expect to complete 
action in 2 months.

ARTHVR T. DAVIS, 
Office of Export Administration.



LETTER TO HON. JONATHAN B. BINGIIAM FROM J. FRED BCCY, JR., 
CHAIRMAN, DEFENSE SCIENCE BOARD TASK FORCE

DAIXAS, TEX., Ifoj/ 3,19~6. 
Representative JONATHAN B. BINGHAM,
Chairman, Subcommittee on International Trade and Commerce, 
Raylturn House Office liuilding, 
Washington, D.C.

DEAK MB. CHAIRMAN : During the question and answer period following my 
statement before th/; Subcommittee on International Trade and Commerce on 
March 30, 1976 cm the subject of the export of technology, you asked whether 
I felt the Defense Science Board task force recommendations could be imple 
mented administratively or, in the alternative, whether a change in existing law 
would be helpful. My answer was that the DSB study was primarily concerned 
with administrative changes which could make the present system of export 
controls work better and did not address ivself to legislative proposals. I there 
fore had no recommendations on behalf of the DSB.

After considerable reflection. I taink my answer should be amplified. My 
strong feeling is that the subcommittee will be p.ble to judge whether new legis 
lation is necessary after it has had an opportunity to review the specific plans 
of the Department of Defense for implementing the DSB recommendations. 
This review could analyze concrete action plans rallier than crnceptual ap 
proaches and thereby determine whether existing law is sufficient to bring about 
implementation of t!ie report recommendations. Indeed, the practicality of the 
recommendations themselves would be easier to judge in the light of specific 
implementation proposals.

Fortunately, such a review need not significantly delay your consideration of 
the Export Administration Act extension. As you recall, your subcommittee asked 
asked Mr. Parker of the DOD when he anticipated implementing those DSI! 
recommendations which the DOD planned to implement, and he replied that 
lie felt the DOD could have its-implementation plan, alonx with the identifica 
tion 'if specific key activities necessary for implementation, ready within a 
couple of months. That implementation plan should be ready for you, then, soon.

In summary, it is my recommendation that the Subcommittee consider the 
need for any new legislation in light of the Department of Defense's implementa 
tion plans. I believe an expression of your interest in reviewing these plans, as 
well as any which the Department of Commerce may have, would make them 
5.>rthconung in time for inclusion in your deliberations on the Export Admin 
istration Act.

Please do not hesitate to call upon "ie if I can be of assistance to you in 
any way.

Sincerely,
,T. FREDBtCY.



STATF.MKNT OF TIIK AEROSPACE TNDCSTRIKS ASSOCIATION OF AMERICA, 
INC., CONCERNING LICENSING OF Ihr.ii TECIIXOIXKIY EXTORTS

This statement is submitted on behalf of the Aerospace Industries Association 
of America, Inc., representing the nation's major manufacturers of aircraft, 
spacecraft, engines and other high technology products in demand throughout 
the world. In 1976, for example, exports by our industry totalled 57.8 billion or 
7.4 percent of all U.S. exports.

As a member of the Joint High-Technology Industries' Group on Export Ad 
ministration, we concur with the testimony offered to this Subcommittee by 
Mr. Alan B. Spurney on March 24, ]976. However, we would like to take this 
opportunity to augment and emphasize certain points concerning the export 
licensing of commercial aerospace products. In general we believe there are at 
least three basic points with respect to the Export Administration Act that are 
fundamental to a successful U.S. trade policy. The emphasis of U.S. technology 
export control is not changing. In-depth analysis of every application and the 
maintenance of a lengthy Commodity Control list continue to be stressed. Due 
to the absence of well established criteria for evaluating technology transfers, 
this system is cumbersome, results in delays and does not provide guidance 
for U.S. firms interested in developing foreign markets. While the Act itsplf, 
aa written, is not seriously deficient from the standpoint of our industry, its 
implementation to date has revealed the need for the following:

(1.) A clear, coherent policy framework within which U.S. industry can 
Operate with confidence;

(2) Efficient, expeditious and consistent implementation of both the proce 
dures required by the Congress and the executive regulations which sub 
sequently evolve;

(3) A single focal point for developing and administering U.S. policy. 
In the remainder of the statement, we will discuss the numerous problems 

which result from these three deficiencies in the present export control system.
NEKU FOB CLEAR POLICY FBAMEWOBK

In theory, U.S. policy concerning technology transfer could lie somewhere 
along a spectrum bounded, on one end, by the notion that all technology and 
technological know-how is unique, non-reproducible, and should not be trans 
ferred to anyone, under any conditions. On the other end of the spectrum 
might be the idea that the United States is so superior in its technological 
development and expertise that we would always be ahead of the game, no mat 
ter what we sold to other countries or when we did so. Obviously, prudence 
in what remains a chancy and unpredictable world would dictate that U.S. 
policy lie somewhere between those two extremes. The United States can neither 
stop the world, nor take total responsibility for bringing others into the tech 
nological age. We in the aer.ispace industry are in total agreement with the 
concept of responsible policies, resulting in well thought out limits.

What we must decide is the degree to which we can most fully utilize (i.e., 
sell) our technology as a replaceable national resource, thereby benofitting the 
nation's balance of payments and employment prospects, while staying within 
the limitations of total national interest.

We are presented with two, slightly differing opinions on this subject in the 
form of the Defense Science Board's report entitled. "An Analysis of Export 
Control of U.S. Technology—A DOD Perspective" and the (Jeneral Accounting 
Office's report entitled, "The Government's Role in East-West Trade—Problems 
and Lssue«." While the GAO report found that the Government needs to estab 
lish rule; and procedures to protect U.S. interests with respect to trade with 
communist countries, it also noted that such rules and procedures should pro- 
ninle overall U.S. interests. The Defense Science Board's treatise emphasizes 
control of many forms of non-strategic transfers. This is quite proner, in that 
theirs was a Department of Defense perspective, as noted in the title.

(252)
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The Defense Science Board study included findings and recommendations 
concerning technology transfer in the following areas of high technology: (1) 
airframes; (2) aircraft jet engines; (3) instrumentation; and (4) solid state 
devices. Inasmuch as these areas cover a large part of aerospace technology and 
the 43 individuals who wrote this analysis represent some of the nation's 
most sophisticated and talented technology experts in both the private sector 
and Government, we believe that the study deserves careful attention. Its rec 
ommendations address technology transfer from a defense/security position, but 
many of the recommendations deal with specifics concerning the export or trans 
fer of civilian aerospace products. It is in the latter area that AIA wishes to 
stress, and to endorse as pertinent, points and procedures which should be 
adopted by the U.S. Department of Commerce. The Department of Commerce, 
of course, has both the obligation and the authority under the Export Adminis 
tration Act to control the export of civilian or commercial aerosnace products 
throughout the world. Therefore, AIA wn".!d emphasize the follow!ig recommen 
dations from the Defense Scieuce Board study and urge that they be used as 
specific guidelines in the Export Administration Act:

(1) A new approach to controlling technology export is overdue;
(2) The objectives and strategies for controlling these technologies should 

be developed by knowledgeable individuals from Government and private sec 
tors. In addition, these study groups should identify critical elements of each 
technology as defined in the report;

(3) Adequate resources should be assigned to interface with the groups de 
veloping this information, to provide a means for implementation of these ob 
jectives in assessing technology transfer cases;

(4) These objectives and strategies should be developed as quickly as pos 
sible, and communicated to other U.S. agencies and COCOM member nations;

(5) Specific guidelines for these technologies should be prepared and released 
to private firms;

(6) Simplified criteria for evaluating product sales, emphasizing intrinsic' 
utility rather than commercial specifications and intended end use, should be 
developed and applied to classes of products;

(7) Aggressive goals should be established for the time required to respond 
to license requests; e.g., 90 percent of all requests should be answered within 
10 days and 8 percent within two months. Studies should then be undertaken 
to find solutions and alternates that would allow these goals to be realized.

(8) Development of a "decision-tree" analysis that would lend itself to- 
computer-aided screening of license applications should be undertaken. Experi 
enced groups such as consultants in this field or computer systems specialists- 
in the Commerce Department could be used to develop these methods.

In further support of this study, AIA stresses the point that the absence of 
established criteria for evaluating technology transfers reinforces the cumber 
some case-by-case analysis of all export applications. Government-to-govern 
ment scientific exchanges should be monitored to ensure consistency with 
restrictions on export of strategic U.S. technology. Carefully chosen export con 
trols can aid in the maintenance of, and at times maximize, the Jead time of 
U.S. strategic technologies as compared with other nations. Equally important 
to lead time is u vigorous R&D activity, creating new technological advances.

The problem is that while we might concur with parts of this Defense De 
partment policy, there is also a Department of Commerce perspective and a De 
partment of State perspective. Industry also has a view of the strategic or 
non-strategic potential of its products.

Within this broadly decentralized structure there have arisen other considera 
tions, which might be described as "national interest," as opposed to "national 
security," problems. While no one would dispute that U.S. business activities 
should be in the national interest, there has been an increasing, and we believe 
misplaced^ effort to attach to their delicate structure various sociological and 
diplomatic burdens which might better be handled in some other manner.

Added to this complicated situation is the COCOM agreement. While the 
basic concept of COCOM is worthwhile c:.d certainly evolved out of a situation 
which called for decisive management, in onr view it has, in its present form, 
largely served its purpose as a control mechanism and should be reviewed and 
updated if it is to constitute a workable, realistic response to old problems 
which still exist, as well as to new ones which have arisen. The administration 
of COCOM is slow and unwieldy. U.S. officials should constantly reassess world 
conditions and technological advances within and outside the communist sphere.



254

For instance, we would strongly recommend that under U.S. Government spon 
sorship, a careful analysis be made of the state of the art in aerospace tech 
nology in the industrial nations. This would provide a partial basis for updating 
and modernizing the COCOM system.

In short, there is an urgent need to reevaluate our entire technology export 
policy. Whether thi? should be done by the Congress or the Executive Branch 
or by both in concert with industry, it is not within our purview as a user 
of the system to say. Naturally we would prefer the latter approach. Neverthe 
less, we urge the Government to address some of these problem areas in a 
spirit of realism, pragmatism and with confidence in the judgment and self- 
renewing properties of American high technology industry.

IMPROVEMENT OF LICENSE APPLICATION PROCEDURES

On a more mundane and less philosophical level, we turn to the second major 
failing of the present system, the need for more efficient licensing procedures.

Under the present export licensing system, us administered by the Commerce 
Department, there does not appear to be a well organized priority system for 
handling license applications and screening the various categories and classes 
of technology exports. We believe much can be accomplished in this area by 
assessing technology rather than commercial products, listing key technologies 
and products, stressing export control on the basis of capability rather than 
commercial specifications. Sorting products Jr.~o appropriate classifications, the 
lowest classification requiring only a quick evaluation and the highest requiring 
a thorough review, would also be beneficial. Such a system, if carefully de 
veloped, could convert the routine processing ef many export license applications 
to a computerized operation.

Assuming that a cohesive technology export policy could br evolved and 
assuming that its implementation could be consolidated or centralized in some 
way. we would urge the Congress to place, legislative ilriu'ilivrs on the actual 
licensing process. We would suggest if the license had not been approved within 
(50 days, that it be issued automatically or placed in .1 special category. This 
would place an effective constraint on bureaucratic procrastination and would 
have no adverse effect on the necessary technical study and analysis which 
accompanies license actions.

We further recommend that the Department of Commerce or other concerned 
agencies be required to keep companies informed of the status of their applica 
tions. As the segment of industry i , wiring the longest processing time, high 
technology industries face difficult marketing problems in keeping their cus 
tomers encouraged and informed about the status of their intended purchases.

It would also benefit both the Government and the petitioning companies if 
the reasons for license denial could be spelled out in detail. All too often "na 
tional security reasons" is stamped in automatically. This enables the agencies 
to camouflage diplomatic or sociological reasons, thus making an accurate 
analysis of the licensing process and how it works virtually impossible. It also 
denies to industry information crucial for appeal or adjustment prior to reap- 
plicalion. In the end, more time is wasted, because industry hns no way of 
knowing whether or not a similar license will be denied and thus submits it 
and starts the process anew,

NEED FOIl A. FOCAL POINT

Somewhat related to a coherent policy framework is our third point, the need 
for a more localized, accessible and manageable focus of U.S. export policy and 
export policy administration. At the moment, high technology exporters are 
being unnecessarily segmented. The Department of Defense, reasonably enough, 
examines subject licenses from a rather broad-gauge national security stand 
point. The Department of State views such exports from a diplomatic stand 
point. While mandated to consider certain business implications of such ex 
ports, the Commerce Department, by virtue of being the lead agency in license 
applications, has frustrated many segments of business because of the slowness 
of its license procedures. We would recommend that these three agencies col 
lectively reesamine their control procedures and lists in order to see where and 
why there is overlap and what can be done to streamline the entire export 
licei Ing process. We believe the idea should be explored of getting cognizant 
officials of the three controlling agencies together, in one room, on a periodic 
basis to review a set caseload of troublesome applications and complete action
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on them. The present system does not keep up with the workload and wastes 
Government time as well as ours.

At the moment, the burden of proof is on the manufacturer. He is required 
to prove that his product can never be used in opposition to the security in 
terests of the United States. When in doubt, say n", seems to be the policy. We 
believe that development of a centralized source of policy and authority, backed 
up by extensive engineering knowledge of the state of the art in the United 
States and the recipient countries, will make these findings more rational and 
more acceptable. We urge the Congress to work with the Executive Bianch 
and with industry to develop such a system.

CONCLUSION
We urge that both Congress and the Executive Branch recognize that the 

delays involved in the export licensing process place an undue burden on U.S. 
manufacturers in their efforts to compete in the international marketplace. No 
one disputes the right—indeed, the obligation—of the United States Government 
to monitor and control the movement of sophisticated technology around the 
world.

However, we would like to remove the adversary aspect from the technology 
transfer process here at home. We have a legitimate, informed ,ind responsible 
desire to sell our products and in some cases, our knowledge, abroad. We do so 
knowing that we must constantly update and expand that knowledge or else 
suffer our own economic reversals. The Government, on the other hand, has a 
recognized obligation to protect the interests of the country. We see no contra 
diction there. We can work together to evolve sensible and realistic ways of ac 
commodating, within the realm of reasonable compromise, both objectives and 
we would welcome the opportunity to do so.



"OVERVIEW OF THE EXPORT COXTROI, PROGRAM," SUBMITTED BY THE 
DEPARTMENT OF COMMERCE

LEGISLATION
Export controls have been in operation continuously since July 1940. It was 

expected that they would be terminated as soon as adequate supplies of com 
modities became available after the end of World War II, but the development 
of the cold war led to passage of new legislation in 1949 providing for a con 
tinuation of controls as a means of combating the spread of Communism. The 
Export Control Act of 1949 continued in force for twenty years, being extended 
and amended from time to time. It was replaced January 1, 1970, by the Export 
Administration Act of 1969, which was amended and extended to June 30, 1974, 
by the Equal Export Opportunity Act of 1972, and extended again to Septem 
ber 30, 1976, by the Export Administration Amendments of 1974. Althougn 
several other Government departments also administer some export controls 
under other legislation,1 most commercial exports are under the jurisdiction of 
the Department of Commerce.

OBJECTIVES
The Export Administration Act of 1969, as amended, calls for the control of 

exports to the extent necessary for any of three purposes: (1) to exercise nec 
essary vigilance over exports from the standpoint of their significance to na 
tional security, (2) to further significantly U.S. foreign policies and aid in ful 
filling international responsibilities, and (3) to protect the domestic economy 
from excessive drain of scarce materials and reduce the serious inflationary 
impact of abnormal foreign demand. National security controls far outweigh 
those for the other two purposes.

For most of the period following the end of the Korean War there were only 
sporadic, temporary controls for short supply reasons, principally involving cop 
per, cattlehides, and veneer-quality walnut logs. Recently, however, shortages 
and inflationary pressures have led to short supply controls or export moni 
toring, (or various periods, affecting commodities ranging from soybeans to 
coal. There are a few controls in effect for reasons of foreign policy or inter 
national responsibilities; for example, the Cuban embargo; the virtual embargo 
over exports to Southern Rhodesia in support of U.N. Security Council Resolu 
tions; control over exports to South Africa of commodities that might be used 
for military purposes there also in support of a TJ.N. resolution; and, as 
part of the implementation of our nuclear test ban commitments, control over 
exports of commodities related to nuclear weapons and explosive devices.

POLICIES
The Act permits denial of any applications for authority to export com 

modities or data ". . . to any nation or combination of nations threatening 
the security of the United States if the President determines that their export 
would prove detrimental to the national security of the United States, regardless 
of their availability from nations other than any nation or combination of na 
tions threatening th" national security of the United States .. ."

Official policy had been to permit nonstrategic trade with Eastern Europe. 
With passage of the Export Administration Act of 1969, which specifically en 
courages trade with all countries with which we have diplomatic or trading 
relations, except where determined by the President to be against the national

1 State Department—arms, ammunition, and Implements of war; Treasury Department— 
pennies; Maritime Administration—waterrraft; Nuclear Regulator; Commission—certain 
materials, equipment, and facilities related to atomic energy; Federal Prvrer Commis 
sion—natural gas and electrical energy; Department of Agriculture—tor.acco seed and 
pin nit: Department of Justice—narcotics; Department of Interior—endaigered fish and 
wildlife.
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Interest, the Department has embarked on a positlte program of encouraging 
peaceful trade with Eastern Europe.

At the present time, a virtual embargo is maintained on exports to North 
Korea, North Vietnam, South Vietnam, Cambodia, and Cuba. The same kind 
of embargo was applicable to the People's Republic of China until June 1971, 
when the regulations were revised to permit exports pf a large number of non- 
strategic items to the PRC without obtaining a license document. When, in 
February, 1972, the PRC was placed in the same export control status as the 
USSR, additional peaceful goods become eligible for export without obtaining a 
license document.

Exports are permitted to the East European countries and the People's Re 
public of China if the commodities or data involved will not prove detrimental 
to the national security of the United States. Yugoslavia, although Communist, 
has been treated the same as free world 'countries since it rebelled against 
Soviet domination in 1948. When Poland took steps to assert »t measure of in 
dependence from the Soviets (in 1957) controls over exports of commodities to 
that destination were eased, but they were still considerably more restrictive 
than those for Yugoslavia. Effective May 1, 1971, contr.ols over exports of com 
modities to Romania were relaxed to the point where comparability to Yugo 
slavia was very close. Review and decontrol of unilaterally controlled entries 
lias since tended to equalize the Hoc-using requirements for the various Com 
munist countries, but. licensing policy continues to be more liberal for Poland 
and Romania.

Commerce also exercises licensing controls on exports and reexports to free 
world countries (generally excepting Canada) of strategic or short supply 
commodities and a few types of technical data (such as data related to aircraft, 
maritime nuclear propulsion plants, neutron generators, etc.). Except where 
there is a short supply situation, most such controls are maintained to assure 
against transshipment to any destination that would not be approved by Com 
merce. For the same reason, the regulations require that authorization must be 
obtained in order to reexport from one foreign country to another any U.S. 
commodities or data for which a license would he required to make a direct ex 
port from the United States to the new destination.

Since passage of the Export Administration Act, the Office of Export Adminis 
tration has devoted considerable attention to reviewing licensing controls in 
order to reduce them to the minimum level consistent with the objectives of 
the Act. The 1972 amendment to the Act required removal of unilateral U.S. con 
trols on items determined to be available abroad in significant quantity and 
comparable quality, unless there was adequate evu nee that the absence of con 
trol would prove detrimental to our national security. A Special Report to the 
President and the Congress was issued on May 29, 1973, reporting that unila 
terally controlled entries had been reduced from 500 to 73, and giving the 
specific reasons for retaining controls on each entry.

If a commodity ic in short supply, export controls apply to all countries, gen 
erally including Canada. The quantity available for export is distributed as 
equitably as possible among exporters and countries of destination, usually 
on the basis of their proportion of total U.S. exports of the commodity during a 
specified past period in which there was "normal" trade. A portion of each 
quota is reserved for exporters without a past history.

INTEB-AGKNCY COOPKRATION

The policies under which export controls are administered by Commerce are 
developed after consultation with other U.S. Government agencies. In addi 
tion, specific export license applications that present policy problems are also 
considered on an inter-agency basis before action is taken. To accomplish this 
consultation, interested agencies are represented on a formal committee, the 
Advisory Committee for Export Policy (ACEP).a A subcommittee (Operating 
Committee) of the ACKP meets regularly (about once a week) to discuss prob 
lems and applications. The representatives of the agencies serving on the Op 
erating Committee are expected to bring to these discussions whatever relevant

1 Membership In ACEP Includes representatives from the Departments of Agriculture, 
Commerce, Defense, Interior, State, Transportation, and Treasury ; and the Energy Re 
search and Development Administration. National Aeronautics ami Space Administration, 
and others an necessary and appropriate. In addition, there Is an observer from the 
Central Intelligence Agency.



expert knowledge is available in their departments, including intelligence in 
formation, technical information about the commodity, etc. If the Operating 
Committee cannot reach unanimous agreement in a situation where a policy or 
licensing decision is required, then the question is referred to the major com 
mittee (ACKP) and, if necessary, to the Export Administration Review Board.5

DEFENSE DEPARTMENT REVIEW

The Department of Commerce has been consulting with the Department of De 
fense on sensitive cases for many years, both through the Operating Committee 
and on a bilateral basis. This consultation involved 40-50% of the approxi 
mately 400 applications monthly for export to Communist countries. In August 
of 1074, the Military Procurement Act (PL 03-365) was amended to require re 
view by the Secretary of Defense of virtually all applications to export to 
Communist countries. This has since been modified by amendment to the Export 
Administration Act to provide that the Secretary of Defense shall determine, 
in consultation with the Office of Export Administration, which types of trans 
actions need to be reviewed.

INTERNATIONAL COOPERATION

Tho United States also cooperates in an international security export control 
system. Fifteen countries' work together through an informal Coordinating 
Committee ("COCOM") to maintain tight controls over exports to Eastern 
Europe and Far Eastern Communist countries of commodities mutually agreed 
to be strategic.

ORGANIZATION AND REGULATIONS

The administration of the control system is based on a licensing procedure 
and is carried out by a staff of approximately 140. The principal operating 
unit is the Office of Export Administration in the Bureau of East-West Trade. 
The regulations are published in the Federal Register and in a Commerce pub 
lication, Effort Administration Regulation*. They set forth all of the licensing 
requirements, including a complete list of the commodities under the licensing 
jurisdiction of the Bureau of East-West Trade and identification of the countries 
for which export license documents are required for each listed commodity.

LICENSING
(11 Validated and General Licciwcx.—A "validated export license" is a 

document for which the exporter must make specific application. For every 
commodity over which the Department of Commerce has export control juris 
diction, the Export Administration Kegulations specify those destinations for 
which a validated license must he obtained before an export shipment is made. 
"Where such requirement is not set forth in the regulations, exports may be made 
without a license document under the authority of certain provisions in the 
regulations that are called "general licenses."

During the first 6 months of fiscal 1075, a total of 224 applications were re 
ceived by OEA per working day.' Of these, roughly 8% \vere for licenses ''or 
direct exports to Eastern Europe, 83% for direct exports to other countries, 
6% for authority to reexport U.S. commodities from one foreign country to 
another, and 3% were for extension or amendment of previously issued export 
or reexport authorizations.

Since the requirement for a licence constitutes at least some extra burden 
and delay for the U.S. exporter that may be a disadvantage in a competitive 
situation, the OEA makes every effort to process applications as quickly as pos 
sible. About 70% of all types of applications for all countries are acted on and 
on their way back to the applicants within a week after receipt in OEA. Ap 
proximately 00% are acted on within two weeks The remainder represent the 
difficult cases that require technical research or raise policy issues. The 1974 
amendments to the Act require that applications be processed within 90 days,

3 Membership In the Export Administration Review Board consists of Oie Secretaries of 
Commerce (Chairman). State, nnd Defense.

< Belgium, Canada, Denmark. France, Germany, Oreece, Italy. Japan, Luxembourg, 
Netherlands Norway, Portugal, Turkev. rrnited Kingdom, United States.

'Relaxation of rontrolfl brought application receipts down from a dally average of 579 
tn 1969 to 425 In FY 1971. to S14 In FY 1972, and to 2r>« In FT 1973. The dally average 
Increased slightly in FY 1974 to 263, but decreased in FY 1975 to 224.
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and that exporters be notified if processing will take longer, with reasons for 
the delay and an approximate time frame.

Statistics on exports under general and validated licenses are not recorded 
separately, but probably less than 10% by value of total U.S. exports go out un- 
<]jr validated license.

(2) Application* for yim-Cotiimunixt Cnimlric*.—License applications for noii- 
Communist countries are checked against available information about the com 
modity and the parties to the transaction to see if there is any likelihood that 
the shipment might be diverted to an unauthorized destination. If not, a license 
is issued. When there is a short supply situation, of course, it may also be nec 
essary to apply quantitative restrictions not related to security considerations. 
There are also a fe'.v instances of special country policies to be considered, such- 
as the current restrictions applicable for foreign policy reasons.

(3) Application* for Communixt Countries.—Applications for Communist coun 
tries make up the bulk of the difficult cases, because most of the applications 
now received for these countries present problems that require detailed study 
before a decision can be made to approve or reject. During the first six months 
of calendar year 1975 we processed 1,502 applications for the USSH, Eastern 
Kurope (including Poland and Romania), the People's Republic of China, and 
Cuba, of \vh'?h 53 were rejected and l,44s> approved."

Involved in the decision to approve or reject an application for Eastern 
Europe are such considerations as:

a. Is the item designed or intended for military purposes? Does it have sig 
nificant military use?

b. If the item has both military and civilian uses, will the transaction in 
volve only the latter?

c. Does the item contain advanced or unique technology of significance in 
terms of the export control program's objectives?

d. Is there a shortage of the item in the area of destination that affects the 
military potential?

e. For strategically significant non-military items, can non-TT.S. sources supply 
a comparable item or an adequate substitute? What is the normal use here 
and in the free world, and probable use in the country of destination?

(4) Itcjfctinnx.—If an application is rejected (regardless of destination) the 
exporter is notified and given the reason therefor. He has the right to appeal 
to the Assistant Secretary for Domestic and International Business.

F.xroRi i I.'-.AHA:;CE
If an application is approved, Commerce sends the exporter a license docu 

ment thnt describes the transaction as authorized, including the commodity 
and consignee. The exporter records each shipment on the reverse of the license, 
returning it to Commerce when fully utilized or expired. A Shipper's Export 
Declaration form is submitted to the export carrier at the time of each ship 
ment. A team of Commerce inspectors, assisted by Customs personnel, per 
forms physical inspections of outgoing shipments. Census records of shipments 
also are matched with OEA's licensing information by computer to pinpoint 
discrepancies and detect possible violations.

ENFORCEMENT

If a shipment that is not properly licensed is exported, or if an approved 
shipment is later diverted from the approved destination to one that is not 
approved, or if any other violation of the regulations takes place, the Depart 
ment will investigate to develop the facts and take appropriate action, which, 
depending on the seriousness of the violation, may be a warning letter, a fine, 
administrative action denying the U.S. or foreign firm the right to participate in 
any further U.S. export transactions, or referral to the Department of Justice 
for prosecution through the courts.

Most of the Department's enforcement effort, however, is devoted to pre 
venting violations—thus, the requirement for and careful examination of appli-

«The "Processed" figures Include original applications for license, requests for reexport authorisation, and amendments for Increase In totnl value. They do not Include other types of amendments. Total of applications received during the first six months of calendar year 1975 for these destinations was 2.398 Including original applications, all amendments, reexport requests, and cases resubmttted after having been returned to the exporter •without action by the Office of Export Administration,



260

'cations for license to ship certain commodities or data to free world countries 
and the use of the services of the Foreign Service to check out the probable 
disposition of a shipment for which an application is pending with Commerce or 
actual disposition of a shipment already made. Other means used to prevent 
violations include the requirement that importers furnish certain documents 
in support of license applications, giving some information about the transaction 
and assuring the Department that the importer understands that restrictions 
are imposed on the distribution of U.S. goods; the requirement that shippers 
enter prescribed statements on bills of lad'ag and invoices notifying carriers, 
foreign forwarders, and importers of tbc destinations in which Commerce has 
authorized distribution of the shipment; press releases and other publicity on 
changes in the regulations; meetings of Commerce representatives with business 
firms, trade associations, etc., to explain controls and the reasons therefor.

PUBLICATIONS

Information about the export control activities of the Department of Com 
merce is freely available. Each day the Department publishes a list of all 
licenses issued the preceding day. Following the end of each quarter, a Quar 
terly Report to Congress and the President is published. This covers all cf the 
activities of the Bureau of East-West Trade, including narrative and statistical 
reports on export control activities during the quarter. Export control regula 
tions are published—the annual subscription for the full regulations with all 
amendments issued during the year is $35; a summary <>f the regulations (not 
including the list of specific items that require licenses or the full detail of 
other sections of the regulations) also is available to the public. One kind of 
information that is not made public, although not classified from a security 
standpoint, is the name of the expoi-ter or other party involved in a license 
application. This is treated as confidential business information pursuant to 
the Export Administration Act.



"TRADE CONTROLS OF COCOM COCNTRIKS," SUBMITTED BY THE 
DEPAKTMKNT OF STATE

This is a report to the Congress in accordance with the requirement in Sec 
tion 302 of the Mutual Defense Assistance Control Act of 1951 (Battle Act) 
that the Administrator make a continuing study of the administration of ex 
port control measures undertaken by foreign governments in accordance with 
the requirements of that Act and report thereon to the Congress.

The following summary describes the main features of the national control 
systems of COCOM countries as they stood February 1, 1975.

Security trade controls have been concerned primarily with basic export 
license and customs control procedures. Controls exercised through these pro 
cedures are supplemented by shipping controls. Import Certificate-Delivery 
Verification (IC/DV) procedures, Transit Authorization Certificate procedures, 
and transaction or financial controls.

Under the IC/DV system a government, before granting an export license, 
may require the exporting firm to present an import certificate, executed by the 
importing firm and certified by hia government. In this import certificate, the 
prospective importer gives assurance that he really intends to receive goods of 
a stated description, quantity, and value, and that they will not be reexported 
without the approval of his country's authorities. After the goods have been 
shipped, the exporting country may further require that the exporting firm 
produce a "delivery verification" in which the importing country verifies that 
the goods were really delivered to the country for which they were originally 
licensed. Violators then are subject to the penalties not only of the exporting 
country but also of the importing country.

The TAC is a system to assure COCOM participating countries, by m°ans of 
a certificate issued liy the originating country, that a shipment destined for a 
particular communist country has, in fact, been licensed for shipment to that, 
country. This certificate accompanies the shipment and assures its transit 
through any third country jurisdiclions in tin; course of delivery.

BEI.C.H.'M-LUXEMBOt'RU *
License requirements

The legislation which is the basis for import and export controls is con 
tained in a law dated September 11, 1.962, modified by a law dated July 19, 
1908, concerning the export of weapons. In general terms, this legislation au 
thorizes the regulation of Belgian foreign trade in order to insure the economic 
stability of the country.

The agreement concluded on May 23. 1935, with the Grand Duchy of Luxem 
bourg amending the Economic Union Agreement of 1921, established the 
Belgium-Luxembourg Administrative Commission with the function of coordinat 
ing the regulations in force in both countries concerning the issue of import 
and export licenses. Pursuant to the KISS agreement, any recommendation 
from one of the two Governments to amend or to extend the regulations gov 
erning import and export controls must be discussed with the appropriate au- 
tlioritie.- of the other Government. If an agreement has been concluded in thut 
rexpeet, ihe new regulations are submitted to the Commission which then com 
municates the pertinent instructions to the Belgian Bureau of Licenses and 
Quotas, ana to the Luxembourg Bureau of Licenses. This procedure enables 
both Governments to carry out the coordination of the import and export license 
procedures, and thus protect their mutual interests.

The foregoing agreements have been amended hy a protocol dated January 
29, 1903, approved by a law dated January :>6. litOfl.

A royal decree dated October 24, 1962, regulating the impr.rr, export, and 
transit of goods, authorized certain ministers to require an import, export, or 
transit license for merchandise specified by them The ministers may apply the 
license system to national goods or to material coming from or destined to such 
countries as they may determine.

l Tra<U' (Mintruls current to June 30. 1HTL'.
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The control of exports through licenses can he reinforced liy special controls 
effective (hiring the acrnal shipping of goods covered l>y licenses. In order to 
obtain export licenses in such cases, the exporter must agree to comply with 
these special controls.

These controls are put into efiV'-t to determine the nature of the merchandise 
which is to lie exported. The TC/DV system is applied extensively to insure the 
direct delivery of a specific commodity to the client nliroad.

Individuals who make applications for export licenses must specify in a writ 
ten statement that they are familiar with the pertinent provisions in tho regula 
tions concerning the issue of these licenses as well as those concerning foreign 
exchange operations, and that they agree to comply with them without reserva 
tion. They must also acknowledge that they know that licenses are not trans 
ferable and that any irregularity in the utilization of these documents will 
make them liable to prosecution.

Exporters of products, the final destination of which is subject to control, 
must sign a special commitment specifying that the goods they propose to ex 
port will be delivered in accordance with statements supplied to the respon 
sible license bureau.

In addition to this commitment, a statement, either formal or private, is re 
quired from the foreign consignee concerning the end-use of the goods in the 
country of destination.
Trnnxit controls

The royal decree of October L.'4, 1!)G2, previously referred to. authorizes the 
Minister of Economic Affairs to require a license for such goods as he may de 
termine. The Minister of Economic Affairs may apply this license procedure to 
goods originating from or destined to such countries as he rnay determine.

Thus the ministerial decree of December 31, 11>0>2, specifies that a license is 
Required for the transportation through Belgian territory of transit goods, spe 
cifically listed in the decree, which originate from countries which participate 
in the TAG system, and which are destined to a Communist area. A license, 
however, is not required when a participating country has issued a statement 
which guarantees that a transit permit has been issued.

Luxembourg published identical ministerial regulations on January 21, 1963.
Financial controls

Prior authorization must he obtained for any purchase from or sale to foreign 
countries made by Helgium or Luxembourg residents. The foreign exchange 
control is carried out by the Belgium-Luxembourg Foreign Exchange Bureau.
Shipping control*

Belgium has adopted measures to prevent Belgian ships from transporting 
strategic products to the People's Republic of China and North Korea.
Penalties

'Infractions of Belgium-Luxembourg regulations controlling the importation 
and exportation of goods and the passage of goods in transit are punishable 
under Article 10 of tne Act of September 11, 1902. Penalties imposed on judg 
ment vary widely at. the discretion of the court hut include tines and terms of 
imprisonment.

CANADA

Authority for the control of exports in Canada is derived from the Export 
and Import Permits Act, an act of Parliament, which came into effect on June 
1. 1954 and which was most recently extended on May 7, 1!)74 by repeal of 
Section 27 of that Act which removed the expiration date on the legislation.
Permit requirement*

Tho Canadian approach to export controls is based on two lists; (1) ',e 
Kxport Control List of strategic commodities for which export permits are re 
quired for practically all commercial exports to any destination, except the 
I'nited States, and (2) the Area Control List of countries, the shipment to 
which of any goods requires'an export permit. The Area Control List includes 
the countries of the Sino and Soviet areas, as well as Rhodesia. General export 
permits are in effect which enable shipments of a list of nonstrategic items, 
when of Canadian origiu, to be made to countries of the European Soviet area;
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shipments of casual gift parcels of trivial value to Communist countries; ship 
ments to Canadian diplomatic missions, etc. Canada participates in the inter 
national IC/DV system.
Penalties

Every person who violates any of the provisions of the Export and Import 
Permits Act is liable, on summary conviction, to a fine not exceeding $5,000 
or imprisonment for a term not exceeding 12 months or to both fine and im 
prisonment, and, on conviction upon indictment, to a fine not exceeding :?25,000 
or imprisonment for a term not exceeding 5 years cv to both line and 
imprisonment.
Transaction controls

Under the Act, Canada has enacted a form of transaction cont*. ^hereby it 
becomes tin offeuse for a resident of Canada to knowingly cause ui assist any 
shipment of strategic goods to be made from Canada or any other place, to a 
country included in the Area Control List.
Transit controls

Regulations respecting transit shipments stipulate that no person shall trans 
ship or causa or assist in the transshipment to a country included in the Area 
Control List any goods included in the Export Control List, unless a Transit 
Authorization Certificate covering such goods and issued by the exporting coun 
try, or by the country of residence of the exporter, has been presented to and 
endorsed by a Canadian collector of customs or, in the absence of such certifi 
cate, approval for the transshipment has been given by the Minister of Trade 
and Commerce, or by a person authorized by him to do so.

An export, permit is required for goods of United States origin which are not 
specifically described in the Export Control List, when tendered for export in 
the so.ma condition as when imported, without further processing or manu 
facturing in Canada. An export permit is not required for foreign origin goods 
which are not described per se on the Export Control List or destined for ship 
ment to a country named in the Area Control List. Goods in transit in bond on 
a through journey ou a billing originating outside of Canada, clearly indicating 
the ultimate destination of the goods to a third country, do not require a 
Canadian export permit. With certain exceptions, foreign goods passing 
through Canada to a third country without a through bill of lading require a 
Canadian export permit. (If such goods represent U.S. shipments of controlled 
goods passing through Canada to third countries, they must be covered by a 
U.S. export permit.) All Canadian goods having an undeclared ultimate destina 
tion require export permits. Shipments of U.S. goods through Canada must be 
accompanied by a copy of the U.S. export declaration certified by the exporter 
as a true copy.

Export controls are administered by the Export and Import Permits Division, 
Office of Special Import Policy of the Canadian Department of Industry, Tradt 
and Commerce.

DENMARK
License requirements

Export licenses are required for certain agricultural products and for the 
goods enumerated in the below mentioned commodity list A and B.

last A of the Danish export regulations consists of items of strategic sig 
nificance. For most of the';e items the licensing authority is the Import and 
Export Licensing Office of the Ministry of Commerce but the Ministry of Justice 
controls exports of arms munitions military equipment and the machinery for 
the production thereof export license are required irrespective of country of 
destination.

List B consists of non-strategic goods. Export licenses for these are issued by 
the Import and Export Licensing Office. Denmark applies IC/DV procedures.
Transit control*

The export controls apply to merchandise exported from the Copenhagen free 
port, including exports from transit or bonded warehouses and goods from 
free ports or private warehouses. They also apply to goods in transit through 
Denmark, unless these are transiting on a through bill of lading and there is 
no change in ultimate destination. In addition, Denmark has adopted the TAG
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scheme. These control measures thus prevent unauthorized diversion of em 
bargoed goods In transit through Denmark.

All transit transactions financed by Denmark are subject to control by the 
National Bank of Denmark if the goods in question are forwarded directly 
between the countries of origin and destination or are transiting on a through 
bill of landing. In its administration of these provisions the Lank observes 
the same rules as the export control authorities with which the Bank cooper 
ates closely in this field.
Penalties

Infringements of the Danish regulations concerning the IC/DV system are 
punishable by fines or imprisonment up to 2 years. In additon, according to the 
judgment rendered, profits accruing from the said infringements and the objects 
in regard to which the infringement occurred, or their equivalent value, may 
be confiscated. In the event of falsification of documents, the prescribed penalty 
is imprisonment for as much as 8 years, if the documents purport to reproduce 
a decision emanating from official authorities.
Exchange controls

The National Bank of Denmark exercises controls over all transactions in 
foreign exchange but has given the authorized exchange dealers a general au 
thorization to perform nearly nil current payments. Earnings in foreign cur 
rencies must lie repatriated and sold to the authorized exchange dealers unless 
special exceptions are made.
Shipping controls

An informal arrangement has been made by the Danish Government with 
Danish shipping companies to prevent the carrying in Danish vessels of strategic 
goods to tiie People's Republic of China and North Korea. This arrangement is 
implemented under a voluntary agreement with Danish shipowners.

FRANCS
License requirement!!

Export licenses are required for approximately 8% of the commodities 
identified in the French tariff nomenclature. Governmental authority for this 
control is contained in various decrees, the latest dated November 30, 1944. 
These decrees permit addition to or removal from the list of controlled com 
modities merely by publication of a notice in t'.ie Journal Officicl. The list of 
strategic commodities subject to export licensing is published periodically in 
the Journal Officiel.

Requests for export licenses are submitted by French exporters to the Minis 
try of Economy and Finance. Tins Ministry forwards the requests to the ap 
propriate technical industry. On occasion they are examined by appropriate 
technical committees and personnel in other agencies, in the case of strategic 
products, the Ministry of Foreign Affairs. At the time the application for an ex 
port license is submitted, the exporter may be instructed by the competent 
technical ministry to submit a sample, photograph, blueprint, drawing, or other 
detailed description of the commodity in question. These data are used in de 
termining the advisability of issuing the export license requested. At the port of 
exit, random samples of actual exports may be extracted by customs officials 
and these are compared by competent technicians with the original data sub 
mitted with the license application. This procedure is designed to assure In as 
many instances as practical that the commodity exported is identical with the 
commodity for which the export license is issued.

In the event fraudulent action on the part of the exporter is found and can 
be legally established, the exporter is subject to confiscation of the goods In 
question and fines ranging upward to four times the value of the shipment 
plus: penal servitude. The control system in operation in France makes it pos 
sible to block or encourage exports to any destination of commodities requiring 
export licenses.

France employs IC/DV procedures and, when appropriate, conducts end-use 
checks on exports of strategic goods.
Transit controls

On December 30, 1954, and January 12, 1955, the French Government pub 
lished new regulations effective respectively on the 1st and 15th of January,
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1955, concerning the regulation of imports, exports, and reexports of a certain 
number of products which enter France under transit status. In essence, these 
regulations state that the products affected cannot he diverted to certain spec 
ified countries (which comprise the Soviet-oriented areas), if the country of 
origin participates in the TAG scheme unless the country of origin authorizes 
the change in destination.
Financial controls

The decree of November 24, 1968, regulates foreign financial transactions. All 
foreign exchange transactions, especially those concerning payment for foreign 
merchandise, conducted by residents, must he approved by the French Govern 
ment. Residents must collect and, when payment is received in foreign exchange, 
sell on the foreign exchange market, the total sum subject to repatriation 
within a maximum of 1 month from the due date of the payment. In the case of 
exports, this date must not be later than 180 days after the arrival of the 
merchandise at its destination unless a further delay is authorized by the Gov 
ernment. In order to permit efficient enforcement of regulations concerning 
movements of merchandise, importers and exporters must conduct import and 
export transactions through a bank approved by the Ministry of Economy and 
Finance.
Shipping controls

In order to avoid the transport on French vessels of strategic products to 
the People's Republic of China, the French Government asked owners control 
ling ships serving China not to transport strategic goods unless these are covered 
by an export license or a document issued by the French Government indicating 
the People's Republic of China as the final destination.

GBEECf
License requirements

Export licenses are required for all strategic commodities and for certain 
nonstrategic commodities for which export quotas have been established. For 
nonstrategic shipments, licenses are issued by the Hank of Greece in accordance 
with directives from the Ministry of Commerce. In the case of countries with 
which Greece has bilateral trade agreements (which includes the Soviet-oriented 
countries), such licenses are limited to the quantities specified in the respective 
agreements. For strategic shipments, including those to the Soviet-oriented 
countries, licenses must be obtained from the Ministry of Commerce.
Transit controls

Transit shipments of strategic commodities mu=t be licensed by the Ministry 
of Commerce prior to being reexported or transshipped.
Financial controls

Foreign exchange proceeds must be surrendered to the Bank of Greece. 
Shipping controls

In response to a recommendation made on October 1, 1962, by the Greek 
Government, Greek shipowners began to refuse charters for shipments to and 
from Cuba. On March 20, 1963, a royal decree became effective which pro 
hibits transport of any cargo to Cuba by Greek-flag vessels, except under 
charters signed prior to the decree. Another royal decree effective September 
27, 1963, extended the prohibition to include the carriage of any cargo from 
Cuba.

On March 12, 1966, another royal decree became effective which prohibits 
transport of any cargo to or from North Vietnam by Greek-flag vessels. The ban 
on transport of strategic items to the People's Republic of China or North 
Korea which has been introduced in 1953 was waived by Presidential Decree 
which became effective March 5, 1974.

On September 13, 1968, an emergency law became effective which prohibits 
transport of any transport of any cargo to or from Rhodesia by Greek-flag 
vessels.

The Greek foreign investment law (No. 2687 of 1953) provides that foreign 
vessels transferred to the Greek flag may be resold freely and without prior 
Greek Government approval only to nationals of legal entities of countries 
named in the instrument of approval executed at the time of the transfer of

71-157—70——19
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the vessel to the Greek registry. So far. such instruments of approval have not 
included Soviet-oriented countries. Resale to nationals or legal entities of coun 
tries otber than those named in the instrument of approval requires the prior 
approval of the Greek Ministry of Merchant Marine. The sale to nationals 
and legnl entities of foreign countries of Greek-flag ships not coming under 
the provisions of Law No. liOST is free. Nevertheless, prior approval of the 
Greek Ministry of Merchant Marine is required in oases where Soviet oriented 
countries are involved in such sales.

Ship repairs arc subject to export licensing under the procedures covering 
transit shipments.

Ciirrent bunkering controls to require licensing by the Rank of Greece with 
r"snec>t to payment in foreign exchange for the value of fuel and by cust'ins 
authorities for removal from customs precincts.
I'rnnlticx

Violation of trade controls is punishable under the provisions of Legislative 
Decree No. 4SO, October 81, 10-17, by Maximum imprisonment of '2. years or by 
a line of not more than -5'/0 of the value of the commodities involved, or both. 
The same legislation also provides for the partial or total confiscation by the 
government of the consignment involved in the violation.

Violation of shipping controls entailed initially (March 1!>.~>3 through August 
!). 1!)H7) maximum penalties of (> months' imprisonment or i?'2i\~ tine, or both, 
(in August 10. IJKiT. Kmergency Law No. !)U became effective which increased 
liie maximum penalties to 5 years' imprisonment ami .f2C.o'tiT fine, or both.

ITALY 1 
JAivnfc requirement*

All commodities Hsted in the Tabella Esport (Export List) effective Septem 
ber 15, 1971. require an export license for all destinations. Kxport licenses an- 
issued by the Ministry of finance upon the authorization of the Ministry of 
Foreign Trade.

All items internationally accepted for embargo are included in the Tahelln 
Esport. Commodities not listed in (he Tabella Ksport are exempt from license for 
export to all destinations. Sino and Soviet areas included, with the exception of 
Fast Germany. Exports to East. Germany are regulated by the National For 
eign Trade Institute (ICE).

Licenses are required for exports to Sino and Soviet areas of all commodities 
listed in the Tabella Esport. Licenses are required for imports from the Sino 
and Soviet areas of all commodities listed in the Tabella B Import (Import List 
B) effective January 31, 1964. This list has been liberalized in the last 2 years 
and in addition certain imports from some countries 3 in the Sino and Soviet 
areas have been excepted from case-by-case license requirements under bilateral 
trade arrangements. Ta'iella I? Import (and separate regulations for impor, s 
from Japan) nevertheless continue to provide a lower level of liberalization 
than Tabella A Import (Import List A), effective July 7, 1970, which applies to 
nil other countries.

The formulation of export control policy and the administration of the export 
licensing are the primary responsibilities of the Ministry of Foreign Tiade. This 
Ministry is advised by a special interministerial committee which screens all 
export license applications for goods subject to strategic control.

Italy employs IC/DV" procedures and, when considered appropriate, carries 
out end-use- checks on exports of strategic goods. Import certificates are issued 
by the Ministry of Foreign Trade and are granted only to firms cleared by the 
Ministry for foreign trade activity. Delivery verifications are issued by the 
Customs Service of the Ministry of Finance. Certain strategic imports and cer 
tain raw materials destined for reexport as finished products are kept under 
special customs supervision until their actual consumption in vhe manufacturing 
process.
Transit control*

A transit Authorization Certificate is required for shipments passing in transit 
through Italy of goods listed in the Tabella Esport coming from countries

1 Trnile controls current to June "0, 1072.
'Albania, Bulgaria, China, Czechoslovakia, East Germany, Hungary, Poland, Romania,
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participating in the TAC scheme and destined for any of the Soviet-oriented 
countries.
Financial controls

Financial control over all export transactions is maintained through the 
licensing system and through implementation of existing exchange control regu 
lations which require hank validations covering all export shipments of com 
mercial size.
Shipping control*

Control over Italian-flag vessels carrying to the Sino and ^»,viet areas is 
exercised through voluntary informal cooperation lietweeu the Italian au- 
tho"ities and the shipping companies.
Penalties

1'enalties that may be imposed under Italian law for violations of export 
control regulations include imprisonment up to i! mouths, lines up to UOO,OOO 
lire, and confiscation of the merchandise involved. Snch penalties, in can1 of 
currency violations, may lie supplemented by fines as high as five times the 
value of the merchandise. Persons and firms under investigation for illegal 
export transactions are denied foreign trading privileges.

Irregularities under the customs law may be punished by fines from 2,000 to 
20.000 lire, while other infractions may incur the penalties contemplated by the 
penal code.

JAPAN 
LtVrn.sc requirement*

The existing regulations governing export control in Japan are based on Ute 
Foreign Exchange and Foreign Trade Control Law of 1949, as amended. Pur 
suant to this law, an Export Control Trade Order (Cabinet Order No. 37S. 
December 1, ]!M'J) has been issued. The Export Control Trade Order grants 
the Ministry of International Tinde and Industry (MITI) the authority to 
license go(.<ls for export. The Export Control Trade Order also grants MITI 
the authority to d;':iy or attach conditions on export licenses when such action 
is necessary for the maintenance of the balance of international payments and 
sound development of international trade or national economy. Although there 
is no specific authority for security trade controls, MITI adheres to COCOM 
standards. Licenses from MITI are required lor exports to specific destinations 
of any commodity on the Japanese export control lists, which includes all items

itornationally accepted for embargo control. End-use checks are made on 
suspicious exports of strategic items. IC/DV procedures have been utilized since 
April 1, 1953.
Transit controls

Intnmsit cargo is nfllo;>ded under customs supervision and is normally l;opf 
in a bonded warehouse or oilier area under the complete control of customs 
officials.

Japan applies TAC procedures to certain offloaded intransit cargo destined 
for Sovift-orieuted countries exported from any country cooperating in the 
TAG scheme, or which was exported from any country if the principal in the 
transaction is a resident of a COCOM country.
Finanrirtl controls

The Japanese Government closely controls the extension of medium- and 
long-term credits. These controls, however, are not related to security measures.
Shipping cant ruin

Japan has no shipping controls rdated to security measures. 
Penalties

Violations of regulations and orders issued under the Foreign Exchange and 
Foreign Trade Control Law of 19J9, as amended, are punishable by either 
criminal penalties of up to 3 years penal servitude at hard labor or a fine of 
300.000 yen. or both and/or administrative suspension of export privileges of up 
to 1 year. Where violations, which are covered by provisions of the Criminal 
Law (of 1907 as amended) occur, that law applies.
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THE NETHERLANDS
License requirements

Individual export licenses are required for the export of all strategic Rood*. 
These licenses are issued by the Centrale Dienst voor In- en Uitvocr (Central 
Import and Export Office) in Groningen.

The IC/DV system is applied extensively. In cases involving the export of 
strategic goods to countries not participating in the IC/DV system, the exporter 
can be obliged, before the license is granted, to prove that the goods will he ira- 
porttd into the country mentioned in the export license as the country of final 
destination and is often obliged to prove that the goods have been imported into 
that, country.

Finally, when a shipment leaves the country, the customs authorities have 
the right to satisfy themselves that the goods to he exported are identical with 
the description given in the export license, and that the direction in which the 
shipment is being sent is not incompatible with the final destination mentioned 
in the license.
Transit controls

Pursuant to royal decree regarding ihe transit control of strategic com 
modities, strategic goods sent from specifically mentioned countires or shipped 
on the behalf of residents of some of these countries, which after unloading 
pass in transit through the Netherlands, ere subject to control over their 
destination.
Financial controls

All financial transactions by Netherlands residents involving payments to or 
receipts from a party abroad are subject, to foreign exchange licenses. Through 
the means of these licenses, it is possible to control triangular transactions in 
which a Netherlands resident is involved as a middleman. Within the framework 
of these controls, the IC/DV system is also applied.
Shipping controls

Voyage controls have been instituted which are aimed at preventing the cnr- 
riage of certain strategic commodities by Netherlands ships to the People's Re 
public of China and North Korea except pursuant to special permission. After 
an appeal was made by the Netherlands Government to the Netherlands ship 
owners to refraint from trading with Cuba and North Vietnam, tho Netherlands 
shipowners voluntarily withdrew their ships from the Cuban and North Viet 
nam trade.
Penalties

Netherlands law distinguishes between unintentional "breaches of trade con 
trol laws and regulations" and intentional "offenses." In cases of breaches, there 
is a maximum fine of 25,000 guilders and/or Imprisonment for up to 1 year. In 
case of offenses, there is a maximum fine of 100,000 guilders and/or imprison 
ment for up to 6 years. If the amount of the illegal profit due to an offense ex 
ceeds 25,000 guilders, the judge may impose r. fine up to four times the illegal 
profit—without maximum limit. Goods involved in offenses may be confiscated.

NORWAY 
License requirement/>

Export, licenses are required for the export of all commodities to countries 
outside the "export free-list area." Sino and Soviet countries are not included 
in this area, and exports destined for any of these countries are subject to 
licensing. For shipments to countries in the "export free-list area" certain 
strategic and other goods produced in Norway require export licenses. The 
licensing authorities using existing powers can prevent, for security reasons, the 
export of any controlled item.

Norway applies IC/DV procedures.
Transit controls

Goods which are to pass through the territory of Norway may be reexported 
without license only if it is clearly stated by their conveying documents that 
the goods .ire going straight to the foreign destination. If the reexport does n<-.t' 
take place within 00 days, a Norwegian export license must be secured. The 
destination listed on the original documents must remain the same, and the 
goods may not he transformed in any way during their stay in the country. 
The customs authority applies a control to that effect. An export license is re-
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quired for all commodities to transit to a Soviet-oriented country even though 
the reexport takes place within 90 days. There are no free port areas in Norway.
Financial controls

Exchange controls are maintained by the Government through the Bank of 
Norway. Transfers of capital to and from Norway are subject t > license by the 
Bank of Norway or by the Ministry of Commerce and Shipping. Receipts of 
foreign exchange a* a result of export and/or invisible transactions must be 
sum-iided by residents to the Bank of Norway or to authorized foreign ex 
change banks.

Norway established nonresident kroner convertibility for current transactions 
on December 29, 1958, and accepted the obligations of currency convertibility 
expressed in Article VIII of the International Monetary Fund on May 17, 1967.
Shipping controls

The Koyal Ministry of Foreign Affairs announced publicly in April 1953 that 
the Norwegian war risk insurance club had refused to insure Norwegian vessels 
delivering strategic articles to the People's Republic of China and North Korean 
ports. The Ministry also announced that Norwegian ships had not violated the 
I'.N. resolution of May 18, 1951, prohibiting the shipment of strategic material 
to the People's Republic rf C'uina and North Korea. Norwegian shipowners have 
voluntarily withdrawn their ships from the Cuban and North Vietnamese trade.
Pi'.nitlticK

Penalties Tor violation of export controls include fines or Imprisonment of up 
to (i months or both if the conduct does not come under more severe penal pro 
visions. Kiirtlicrmore, an offender may be deprived of his right to carry on 
commercial activity to such extent as the court decides but not f jr more than 
Ji years.

Objects or goods involved in a contravention may be confiscated by a court 
decision or if they cannot be confiscated their value may be seized from the 
offender.

PORTUGAL * 
Licenxc requirements

Exports to all foreign destinations are subject to prior registration through 
olilaimnent of a "Bulletin" (boletim), which is used for statistical purposes in 
the case of nonrestricted items and as a type of license for restricted items. 
Exports to Portugal's overseas provinces have been exempt from the license re 
quirement since August 14, 1%2. Export "Bulletins" are not approved for ex 
port of strategic materials to Soviet-oriented areas or the Peoples' Republic 
of China. "Bulletins" for export of strategic materials to other areas are granted 
only after assurance has been obtained that the goods will be imported into the 
country mentioned in the export "Bulletins" as the country of final destination. 
Portugal implements the IC/DV procedures.

Import and export registration activities are exercised by the Division of 
Foreign Trade of the Ministry of Economy and by other delegated agencies. In 
the Portuguese overseas provinces imports, exports, and reexports are subject 
to similar controls by designated agencies of the provincial governments.
Transit controls

Intransit cargo is offloaded under customs supervision and is stored under 
the complete of customs officials. If the goods are not forwarded within 60 days 
a Portuguese reexport "Bulletin" mast lie secured. The destination listed on the 
original documents must remain the sa ne. and the goods may not be transformed 
in any way during their stay in the country. A reexport "Bulletin" is required 
for all commodities in transit to a Communist country even though the reexport 
takes place within CO days.
Financial controls

The financial aspects of trade control are coordinated with the Ministry 
of Finance ihrough the Bank of Portugal. Imports anfi exports are subject 
to exchange controls, implemented through the prior registration process.
Shipping controls

Portugal does not exercise voyage licensing, but Portuguese vessels plying 
between Eur jpe and Macnu have been instructed not to accept cargo for Macau 
unless it is covered by & Macau Import Certificate. There are no Portuguese-Sac 
shipping services to European Communist ports.

1 Trade controls current to June CO, 1972.
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Penalties
The regulations under which export and financial controls are operated pro 

vide appropriate penalties for contravention.
TURKEY 

License requirements
Regulations governing Turkey's imports and exports are subject to basic 

revisions every year. The ministry of Commerce has been given a major role 
in trade management. Turkey regulates exports through a complex system of 
licenses, r< Jstration, foreign exchange, and price controls. Licensing covers 
exports of grain. Hour, bran, molybedeum, wolfram, iron u, \ antimony, barite, 
precious metals and stones, margarine, oil seeds, skins and pelts, fertilizers, 
liazelnut shells, pulses, sponge, sheep and cattle, meat offal, clieese, anchovy, 
forest products, wooden utility poles, packing cases for export of vegetables 
and fresh fruits, synthetic fibers, paper pulp, paper, DDKS A (basic ingredient 
used in the production of detergents), opium, poppy, col Ion yarn, tomato sauce, 
aniseed, licorice root, malt, galantus flower bulk and sugar. Preliminary price 
control and registration is now required for all export commodities. The Minis 
try is authorized to seek, demand, examine, and control all supporting docu 
ments in any phase of export transactions.

Turkey applies IC/DV procedures with respect to the shipment of strategic 
commodities.
Transit controls

Turkey has concluded or is concluding ngreemenls with International Road 
Transportation Union member countries. Transit of goods is also arranged on 
an ad hoc basis with Middle Ea*t countries who are not members of the Inter 
national Hoad Transportation Union. The Turkish Union of Chambers of Com 
merce and Industry, Ankara, as well as Tuzcnogly. a private Turkish forward 
ing company, are members of the International Hoad-Transportation T'nbn. 
The Union issues Till (Transport, International Koutier) carnet/manit'estos 
to authorized Turkish forwarding companies.

Turkish customs authorities check registrations and seal the vehicle or 
container.
Financial controls

Strict exchange controls are maintained by the Government through the 
Ministry of Finance and the Central Bank. Exporters are required to provide 
export declarations for examination and endorsement by the Customs Office. 
Shipping establishments and agencies which are required to draw up bills of 
lading are obliged to deliver the bills of lading to the authorized b'ink for for 
warding to the purchaser. The hank examines the correctness, not only of these 
bills of lading, but, of invoices, certificates of origin, insurance policies and 
all other export documents. Regulations stipulate that the eountervalue in 
foreign exchange must be imported within 3 months of the date of acntnl export 
of goods of any kind and must be sold to an authorized bank within 10 days of 
the date on which it is acquired.
Penalties

Violators of the above regulations are Mib.leet to fines from TLl.OOO to 
TL200.000 and imprisonment for from seven months to five years, or they may be 
barred from trade for the same period.

I'NITED KINGDOM
License requirements

The export control system in the United Kingdom is similar to but not iden 
tical with that of the United States. It is administered by the Department of 
Trade and Industry. Although the present system grew out of measures origi 
nally promulgated at the start of World War II. its primary purpose now is the 
restriction of the flow of strategic goods to undesirable destinations. The United 
Kingdom security trade control program was instituted in 1947.

The United Kingdom export control mechanism operates in the following 
manner:

Export control orders which detail the items subject to control are Statutory 
Instruments, and revisions to them are issued through 1I.M. Stationery Office. 
Tht current orders provide that ceuain specified goods are controlled to all
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destinations; certain other specified goods are controlled to all destinations 
other than the British Commonwealth, the Republic of Ireland, the Republic 
of South Africa, or the United States of America, and all goods are controlled 
to Rhodesia.

Strict control is maintained over items whose export areas is prohibited, 
as, for, instance, aircraft, firearms, ammunition, and atomic materials. The 
exportation of a range of goods of strategic importance to the Sino and Soviet 
areas is prohibited.

The United Kingdom has effectively implemented IC/DV procedures.
Transit controls

The United Kingdom has had in effect since November 1951 a system whereby 
certain items arriving from other eoiii tries are subject to transshipment con 
trol. Individual licenses are required for all of the items on the licensing list 
before any of the.goods, after being landed in the I'nited Kingdom, can be 
transshipped to any destination other than the British Commonwealth, Ireland, 
and the United States. The present control is operated over all goods embargoed 
to the Sino and Soviet areas. In administering the control, the British authori 
ties normally grant licenses when they satistied that the goods will not be di 
verted to the Soviet-oriented areas, the People's Republic of China, etc., contrary 
to the wishes of the exporting country.

The United Kingdom also cooperates fully ia the implementation of the TAC 
scheme.
Transaction controls

In cases where goods from another COCOM country are consigned to a destina 
tion in a third country under a United Kingdom import certificate, without en 
tering a United Kingdom port in transit, the United Kingdom satisfies itself 
about that destination under IC/DV or equivalent procedures. The United Kin-- 
dom reserves the right to withhold the i-'•••-." of an import certificate if they be 
lieve there is a risk of diversion of COCOM listed goods to the Sino or Soviet 
areas contrary to the wishes of the exporting country.
Penalties

The various Act under which the above controls are operated provide heavy 
penalties for contraventions including confiscation of goods for attempting to 
export without a license and fines well in excess of the value of the goods i£ 
they have been improperly exported without a license.

FEDERAL REPUBLIC OF GERMANY AND WEST BERLIN

License requirements
Present regulations governing trade controls in the Federal Republic went 

into effect on September 1, 19G1. They are contained in two documents, the 
Foreign Commerce Ordinance (Anssenwirtschaftsverordnung or AWV) of Au 
gust 21!, 1961, and the Foreign Commerce Licensing Jurisdiction Ordinance 
(Verordnung zur Regelung -, jn Zustaendigkeiten im Aussenwirtschaftverkehr) 
of August 7, 1961. These regulations find their legal basis in the Foreign Com 
merce Law (Aussenwirtschaftsgesetz) of April 28, 1961. Section 7 of this Law, 
entitled "Protection of Security and of Foreign Interests," provides the specific 
authority for security trade controls.

Export h:enses (Ausfuhrgenehmigningen) are required for all goods listed 
on the COCOM Strategic Materials Embargo, Munitions, and Atomic Energy 
Lists as well as for documentary data required in the production of these goods. 
Licensing requirements do not apply to goods included in the COCOM lists in 
valued at DM1000 or less or export to free-world countries. A list of per 
missible destinations is given in Section II of the Annex to the Foreign Com 
merce Law.

An application for Export License can be executed only by the exporting 
•e.'son cr firm, and when COCOM-controlled commodities are involved, the 

license application must he accompanied by an International Import Certificate 
(Internationale Einfuhrbesehcinifiung) from an other country recognizing 
COCOM contr ;ls or other satisfactory documentation concerning the intended 
end-use of the commodities when non-COCOM countries are involved in the 
transaction.

German authorities do not always ask t^at proof of end-use he obtained fol 
lowing the export from the Federal Republic of a COCOM-controlled commodity.
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They are, however, authorized to 1o so by a special set of rules published in 
a circular of the Federal Ministry fo.~ Economics (Runderlass Aussenwirtschaft 
No. 53/67). Acceptable proof of end-use consists of either a Delivery Verifica 
tion (Wareneingangsbescheinigung) from a country recognizing COCOM con 
trols or other satisfactory documentation from non-COCOM countries. The 
circular also describes in detail the conditions under which the Federal Govern 
ment will issue its own ICs and DVs for use by other COCOM countries. In gen 
eral, the request for either of these documents from an American exporter Is 
sufficient to cause their issuance.

Some imports into the Federal Republic or West Berlin from Slno and Soviet 
areas require licenses. Federal authorities may require a certificate of origin 
in the case of ostensibly non-Communist imports which they may suspect as 
being originally from Communist areas.
Transit controls

Goods on COCOM lists which are bound for free-world destinations are not 
permitted to transit the Federal Republic unless accompanied by an Interna 
tional Import Certificate from a country of destination recognizing COCOM 
controls or other satisfactory documentation concerning the intended end-use 
of the goods if bound for a country not recognizing COCOM controls.

COCOM-controlled goods originating in countries adhering to COCOM transit 
regulations and destined for Communist countries other than Yugoslavia will not 
be permitted to transit the Federal Republic unless accompanied by Transit 
Authorization Certificates—TACs (Durchfuhrherechtigungsscheine). COCOM- 
ivntrolled goods shipped through the Federnl Republic to these same destina 
tions from Sweden or Switzerland must he accompanied by a properly authen 
ticated copy of a Swedish or Swiss export permit. TACs and Swedish or Swiss 
export permits are recognized as valid for transit purposes only for a period of 
4 months following the goods' departure from the shipping country.
Financial controls

German residents are prohibited from acting as middlemen in certain types 
of triangular transactions unless they obtain a Transit License (Transi- 
thandelsgenehmiguni:). The type of triangular deal subject to licensing is that 
involving Sino ami Soviet areas and COCOM—controlled commodities which 
are not physically located in the Federal Republic or West Berlin. The license 
Is necessnry in transactions involving controlled goods either bound for or 
sold by Communist areas. The Federal Government would not, of course, 
license a transaction involving COCOM-controlled commodities bound for the 
Communist areas unless a COCOM exception had been obtained.
Shipping controls

Since October 7, 19B2, all German ship chartering involving contracts with 
Communist areas or Cuba has been subject to licensing. The chartering of 
Communist ships—and, since March 3. 1965. the chartering of Cuban ships— 
by persons doing business in Germany is subject to licensing as well.
Penalties

Penalties which may be imposed under the Foreign Commerce Law for 
willful or negligent violations of export control regulations defined to con 
stitute criminal offenses include: imprisonment up to 3 years, monetary fines 
up to DM50,000 and the confiscation of the merchandise involved. For irregu 
larities defined to constitute infractions entailing administrative fines (so- 
called OrdnungswidriKkoiten) penalts up to DM50,000 may be imposed.

Addendum
BELGIUM-LUXEMBOURG

The description of controls which appears in the summary above Is current 
to June 4, 1975 with the exception that no special navigation control measures 
are in effect concerning the People's Republic of China and North Korea.

ITALY 
The summary above Is current to March 6, 1975.



MURPHY COMMISSION RECOMMENDATION ON GOVERNMENT ORGANIZA 
TION FOR THE CONDUCT OF EAST-WEST TRADE 1

The second area In which a better organizational focus appears necessary 
includes trade, investment, credits and technology transfers with. Communist 
countries. Economic contacts with nations having a centrally planned economy 
diffor qualitatively from those where market forces predominate. Relatively 
close government surveillance and regulation of the process appears inevitable 
and necessary. Especially is this so where national security considerations arise 
out of the export of high-technology products. But in no other area has the 
Commission heard mere criticism of the fragmentation <>f authority within the 
executive branch, and apparent inability to receive necessary guidance. We 
believe improvement here is important.

The Commission proposes that the Office of Export Administration in the 
Commerce Department be designated a central point of contact between thr 
private sector and the government for the licensing and surveillance of tradr 
and investment with Communist countries. Policy guidance for that office 
should be centralized in the Board of East-West Foreign Trade authorized by thr 
Trade Act of 1914, and consisting of Cabinet-level officiate from each of thr 
department* involved in export regulation. The Bowd should lie backed up by 
a working group of officials from the same agencies.

This Board, now being organized, shall reevaluate existing policies and revise 
a new, more efficient, and more consistent system of export control management. 
It shall review proposed transactions with Communist countries in light of 
economic criteria as well as their potential effects on national security. We 
believe the b.-oad range of agencies represented on the Board, and its directive 
to "coordinate the policies and operations of all agencies of the United States 
which regulate or participate in trade with nonmarket economy countries" wilt 
help it supersede the relatively narrow approach traditionally t°':en toward 
export control. Strong State Department participation shall also seek that 
objective.

By itself, however, such a board will not be enough. Also necessary is a work 
ing-level staff with wide expertise on all relevant considerations, including a 
balance between business development interests and those of national security. 
This staff should be drawn in part from the Office of the Secretary of T>?fense. 
the Joint Chiefs of Staff, the CIA's Office of Strategic Research, and the Arms 
Control and Disarmament Agency—organizations knowledgable about the 
crucial link between technological capabilities and the enhancement of important 
military capabilities. In addition, trade specialists and other experts on Soviet 
political and economic affairs should be drawn from the Departments of State. 
Commerce, and Treasury, as well as from other government aegncles, in order 
to integrate more fully these considerations with military ones.

Representatives of the academic and business communities should be fnrmrrf 
into technical advisory committees to assist the Board in gauging existing for 
eign availability of proposed U.S. exports, monitoring new technological develop 
ments and establishing procedures for evaluating the success or failure to 
export control process itself.

Close Congressional contact with the proposed Board of Bast-West Trade 
should be maintained to insure the reflection of Congressional views, and help 
insure Congressional approval of those arrangements which may require legis 
lative action or approval.

1 Renort of the CommlKKlon on thi> Organization of the Oorcrnment for the Conduct of 
Foreign Policy (Washington, D.C. : U.S. Government Printing Office, June 1975), pp. 73-74.
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RESPONSE OF THE DKI-ARTMKXT OF COMMERCE TO THE 
KKCOMMKXDATIOX OF THE MUKPHY COMMISSION

SUMMARY KKPORT OF MURPHV COMMISSION RECOMMENDATIONS
***** * *

Rcrnnimenflation 23.—This recommendation can best be examined hy disaggre- 
gation into the following individual statements.

Murphy Commisxinn.—The Office of Export Administration should be a central 
point of contact between the private sector and the U.S. Government for licens 
ing and surveillance nf trade and investment with the Communist countries.

East-West Fftrciffn 'I'rtiiic Hoard.—In most instances, the Bureau of East-West 
Trade should lie the central point of contact between the private sector and the 
T'.S. Government 1'or licensing and surveillance of trade and investment with 
the (.'iMiiimini.sl countries. The Bureau is directly represenled on the East-West 
Foreign Trade Hoard (EWFTBi Working Group thus ensuring the fullest co 
ordination within the framework of regular KWFTB activities.

KraiKin*.—If such a "central point" is designated, it would logically be the 
Bureau of East-West Trade, ratlier than one of several constituent offices of 
the Bureau. The function of OEA is primarily to administer controls over the 
export of goods and technology. Many goods may tie exported from the Vnited 
States to Communist countries without filing any export license application with 
<>KA. Actual "siirvoilhuiee <;f trade and investment, with Communist countries" 
and further contact between the private sector and the U.S. Government is done 
liy other offices within the Bureau which maintain a statistical and analytical 
coverage of not only all T'.S. exports to Communist countries, but also of all U.S. 
imports from tliese countries. The Bureau is hy far the largest single organization 
within the Government exclusively concentrating on trade and investment with 
Communist countries. Therefore, the "central point" envisioned in the Com 
mission recommendation should he the Bureau of East-West Trade.

There is a major ijiicstion us to exactly what would be meant by designating 
the Bureau as a "central point" for export licensing. From the standpoint of the 
business community, and of Government management efficiency, it would clenrly 
lie more convenient if all export license applications could be submitted on one 
basic form to a single Government office. Although the Administration has gone 

<m record as opposing S. 143!*—which proposes that most export licensing func 
tions be consolidated in OEA—the designation of a single central point for all 
licensing functions with the exception of munitions control would appear to inerK 
reconsideration at this time.

Murphy Commisxion.—Policy guidance for the Office of Export Administration 
should be centralized in the East-West Foreign Trade Board.

Kuxt-Weitt Fnrciijn Traile Konrtl.—Policy guidance for the Office of Export 
Administration should remain with the Export Administration Review Board 
(EAKB). Closer coordination between the EARB and the EWFTB could He 
achieved by making the Chairman of the EWFTB an ex oflido member of the 
EAKB. or by regularly inviting the Chairman of the EWFTB to participate in 
meetings of the EARB.

lleaxims.—The EWFTB, as presently constituted, has several important limita 
tions in terms of formulating "policy guidance" for the office responsible for 
export control. The EWFTB is limited in terms of membership. Several of the 
government agencies most directly concerned with export regulation—including 
1)01), NRC, EHDA, CIA, and .NASA—have no membership on the Board. The 
Board is also limited in the geographic scope of iU purview: export control is 
world-wide in scope, whereas the EWFTB is limited to issues relating to East- 
West trade.

For these reasons, it is recommended that the responsibility for providing policy 
pruidance to the Office of Export Administration remain with the Export Adminis-
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tration Review Board (KARB). The EARB, whidi consists of the Secretaries 
of Commerce (the Chairman), Defense and State-, is the Cabinet-level policy body 
for export control/licensing. The responsibility for administering the Export 
Administration Act, delegated to the Secretary of Commerce by the President, 
substantially exceeds concern with exports to Communist countries. In this 
respect, the responsibilities of the EARB are significantly broader than the geo 
graphic interests of the East-West Foreign Trade Board. At the same time the 
KARB's focus on export control is narrower than the broad interest of the 
EWPTB which encompasses relatively wide economic/commercial national inter 
est concerns.

While these are sound reasons why the responsibility for export control/ 
licensing jxdicy should remain with the EARB. there is tin evident need for close 
coordination between the EARB and the KWFTB. This coordination has been 
effectively achieved in practice by inviting the Chairman of the EWFTB's prede 
cessor body (the East-West Trade 1'olicy Committee) to recent EARB meetings. 
It m;;y then be desirable to forimilize the membership on the EARI1 of the 
Chairman of the KWFTB by milking him an ex olli.-iii member.

Murphy Vommimtion.—The Hoard should consist of Cabinet-level officials from 
each of the departments engaged in export regulation. It should be backed by a 
working group of officials from the same agencies.

j;«.«/-UY*f foreign Trad,' Jinan/.—The President has direct ill that the KWFTB 
should consist of Cabinet-level officials from those departments most directly re 
sponsible for development and implementation of broud East-West trade policies, 
not merely export regulation. The members are: The Secretaries of the Treasury 
(Chairman), State, Commerce, ami Agriculture; the Special Representative for 
Trade .Negotiations: tlu- Director. (Ittice of Management and Budget; the Exec 
utive Director. Council on International Economic 1'nlicy; the President, Export 
Import Bank and the Assistant to the President for Economic Affairs. In addition, 
by informal agreement the Secretary of Labor may attend meetings of the Board 
which deal with issues of special interest to that Department.

The KWFTB is backed by a working group of officials from these same agencies, 
as well as any other relevant agencies on an nil hnr basis.

Itcuxonx.—Since the primary responsibility of the KWFHB is the monitoring 
of economic/commercial relations with the socialist countries, rather than export 
regulation, it is composed of those agencies most directly related to this task.

Murphy Cnmmixsiim.—The Board should reevaluute existing export control 
policies and devise a new. more efficient and more consistent system of export 
control management.

Kn»t-\\'cst toreiiin Trndc Hnnnl.—For the reasons cited previously, the EARB 
is the competent organ to reevaluate existing export control policies and. if 
necessary, to revise the existing system of export control management. With 
respect to those aspects of the system whi-h affect the development of U.S. com 
mercial relations with the socialist countries, the KWFTB would be competent to 
make recommendations concerning appropriate practices.

J/wrphtf Commission.—The Board shall review proposed transactions with 
Communist countries in light of economic: criteria as well as their potential effects 
on national security.

East-West Foreign Trade Board.—As presently constituted, the East-West 
Foreign Trade Board is directed only to monitor trade between persons and 
agencies of the United States Government and nonnuirket economy countries 
or instrumentalities of such countries in the national interest: there is no require 
ment or mechanism by which the Board is informed of all proposed transactions 
with the Communist countries. Under existing arrangements, significant transac 
tions involving U.S. credits and finance are reported by the Export Import Bank, 
and those involving export control licenses are reported by Commerce. Although 
the Board is thus able to maintain an overview of the bulk of the significant 
transactions in East-West trade, a more systematic analysis of the universe of 
transactions would be beyond the competence and authority of the Board under 
existing legislation.

Murphy Commission.—The Board should he supported by a working-level staff 
with wide expertise including a balance between business development interests 
and those of national security. The staff is to be drawn from the Office of the 
Secretary of Defense, the Joint Chiefs of Staff, the CIA's Office of Strategic 
Research, and the Arms Control and Disarmament Agency, for expertise on the 
link between technological capabilities and the enhancement of military capabili-
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ties, and from the Departments of State, Commerce, and Treasury, as ..ell PS 
otlicr Government agencies, for trade si>eciuli.sts and other experts on Soviet 
political and economic affairs. These considerations should be integrated more 
fully with military ones.

Kaxt-Wi'Ht b'orciijn Trade Roard.—Although the East-West Foreign Trade Board 
obviously must have access to expertise in the areas cited, it seems that this can 
be accomplished without creating its own staff. Current working arrangements 
with Working Group members and informal relationships with other agencies 
seem adequate to assure that contributions of various interested agencies arc 
made available to the Board. Beyond this, the creation of yet another East-West 
trade bureaucracy is insupportable.

Recommendation 24-—This recommendation, which deals with the role of 
technical advisory committees in the formulation of export control policy, has 
two major pai.. •

Murphy Communion.—Ret "esentatives of the academic and business commn- 
nitirs should lx> formed into technical advisory committees to assist the Koiinl 
in the following areas:

(o) Gauging existing foreign availability of proposed U.S. exports. 
(6) Monitoring new technological developments.
(c) Establishing; procedures for evaluating the success or failure of tlie 

export control process itself.
East-West Foreign Trade Board.—Recommendations are made by existing 

Commerce technical advisory committees on matters relating to new technological 
developments and the availability without restriction of merchandise and tech 
nology from sources outside the I'nited States in significant quantities ami coin- 
parable in quality to these produced within the I'nited States. Report" of the 
committees on the subject could l)e made available to the Bast-West. Foreign 
Trade Board.

In conducting any review of export control policy or the existing system of 
export controls, the EARB should employ such ad hoc arrangements with business 
and academic representatives as necessary to supplement established tecunical 
advisory committees.

ReagOM.—Commerce already has in operation similar committees that counsel 
it on the first two of the three points named. A number of Technical Advisory 
Comroittees, established pursuant to a legislative directive to Commerce in the 
Export Administration Act of 1969 (as amended in 1972, advise the Secretary on 
"existing foreign availability" of proposed US exports and new technological 
developments for purposes of export control. In addition, the Advisory Committee 
on East-West Trade, created in 1974 by the Secretary of Commerce, provides 
advice on a wide range of East-West trade matters, including export control. 
Meetings of the latter group are open to the public.

Both the Technical Advisory Cjmmittees and the Advisory Committee'on East- 
West trade have business members, although only the latter also has academic 
representation. As presently constituted, however, the competence of these com 
mittees does not include the entire scope of export control opera fions, which 
would be required for any evaluation of the "success or failure" of the export 
licensing process itself. Any review of this type would more properly be conducted 
by the EARB.

Murphy Commtetion.—Close Congressional contact with the East-West Foreign 
Trade Board should be maintained to ensure Congressional input and .support.

Eatt-We»t Foreign Trade Board.—Close Congressional contact with the East- 
West Foreign Trade Board—through briefings and other informal channels— 
should be maintained to ensure Congressional input on major East-West policy 
issues under review by the EWFTB. Such contacts could be facilitated if a single 
focal point for matters relating to East-West trade were designated by the Con 
gress. Information on East-West trade activities are communicated to the Con 
gress principally through the Board's Quarterly Report.

Reasont.—Although there does not appear to be any basis for disagreement 
with the basic recommendation as stated by the Commission, there m. IIP some 
difficulty in defining specific measures for developing greater Congressional 
participation.
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